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Agriculture, Economic Development 
and the Common Market: Italian Problems 


improvements which increase the productive powers the land 
are such the more skilful rotation crops the better choice manure. 


These improvements absolutely enable obtain the same produce from 
smaller quantity land. If, the introduction course turnips, 
can feed sheep besides raising corn, the land which the sheep 
were before fed becomes unnecessary, the same quantity raw produce 
raised the employment less quantity land 


(Principles Political Economy, 
edited Sraffa, Cambridge, 1951, 80). 


the Ten-year Plan for the Development Employment 
and Income (Vanoni Plan) special attention given, known, 
the employment labour, which the relatively abundant factor 
Italy. 

Agriculture has such important role this Plan 
regarded propulsive sector. This does not mean, however, 
that the Plan attaches agricultural investments such particular 
productivity set motion process development which, 
starting from agriculture, would extend the entire economy. 
Productivity considered, above all, indirect manner; 
somewhat more concealed nature. Increase expenditure 
through expanded total demand would constitute the primum mobile 
the process, and this undoubtedly true certain conditions. 


(*) For overall picture the present opinions Italy refer especially the 
Proceedings the annual meetings promoted the Chamber Commerce Cremona 
(from 1952 on); the volume regarding the Convention Problems relating agriculture 
developing economy organised the Italian Confederation Trade Unions (Rome, 
February 1956), well the reports presented the Convention the Common 
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The part relating agriculture, which ample space given, does 
not add much, tell the truth, the basic conceptions the Plan. 
presupposes identical shift the right the curves supply 
and demand. Hence relative prices remain constant. 

this article our purpose emphasize one aspect the 
question, which believe very great importance: scarcity 
land. 

trust that our thinking will clearly emerge from the fol- 
lowing pages. Ultimately, matter the optimum use the 
land the scarce factor from agro-economic point view, 
which the sine non for maximizing national and agricultural 
product both total and per capita. That, obviously, presupposes also 
the maximisation employment. this condition not met, em- 
ployment less than maximum. 


Italian agrarian policy has resulted promoting wheat 
cultivation much more extensive area than the optimum, the 
expense forage crops and the livestock industry. the area 
wheat were the optimum, the yield per hectare would certainly 
much higher. 

first approach one can assume that the high price wheat 
has determined artificial raising the marginal productivity 
all the factors co-operating its production. the marginal pro- 
ductivity curves the factors wheat production should tend 


Market held under the auspices the National Confederation Tenant Farmers (Rome, 
January 1958). 

particular note are the following reports presented the above mentioned meetings: 

coltura nell’economia stabilizzazione dei prezzi dei redditi 
agricoltura allo schema sviluppo dell’occupazione del reddito 
con particolare riguardo all’agricoltura problemi dell’economia agricola nel 
Mercato Viro, L’agricoltura nello sviluppo economico sociale del paese 
Gli aspetti tecnici fondamentali dello sforzo per 
politica dei prezzi agricoli”; Ramaporo, impiego del terreno futuro della 
“La politica della Comunita Economica Europea Bonato, ripercus- 
sioni del Mercato Comune Europeo sull’agricoltura”; “La politica agraria 
italiana 
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decrease the same rate, the proportions between the factors them- 
selves would remain unchanged. Thus the gain made possible 
the wheat policy would proportionately distributed, the prices 
the factors being proportional the respective marginal pro- 
ductivities. 

practice, the marginal productivities the factors not 
fall uniformly. The high price wheat has definitely raised the 
marginal productivity land relation the marginal product- 
ivity the co-operating factors, that the increase production 
has resulted using greater proportion land and smaller 
proportion the other factors. other words, cultivation has 
become more extensive. For every quintal wheat produced, more 
land has been used than would have been necessary otherwise. The 
high price wheat has thus led maximizing the reward land 
rather than output per hectare. The effect has been more important 
the poorer areas where marginal productivity land was already 
high. 

true that for soft wheat there has been increase unit 
yield, due progress genetics. However, this increase yields 
due way alters the fact that cultivation has 
become more extensive, stated above. Obviously two different 
factors are involved, even superimposed: yields could have been 
still higher. Instead, the increase unit yields through improve- 
ment genetics explains how national wheat requirements have 
been covered and even exceeded. 

regards hard wheat, however, improvement genetics has 
been practically negligible and the unit yields have remained more 
less the same for decades. This characteristic wheat cultiva- 
tion the greater part Southern Italy, Sicily and Sardinia. 

Here shall not analyse the negative consequences such 
policy high prices from general point view. cannot, 
however, refrain from calling attention its negative consequences 
the agronomic point view, regards the productivity large 
areas; nor can fail note how this policy has lessened the func- 
tion foreign trade, which, through the exchange goods, should 
serve correct and not aggravate the scarcity land, the one 
hand, and the under-employment labour, the other hand. 

Italy, short land she is, becoming exporter wheat, 
commodity the production which involves large proportion 
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land, while she has become large importer meat (although 
consumption per head still low), commodity which requires 
high proportion labour, which already not fully employed. 


The agricultural area the European Economic Community 
about million hectares; one half France, approximately 
per cent Italy, per cent Germany, and the remainder 
other countries (Table 1). 


TABLE 


AGRICULTURAL LAND AND ITS DISTRIBUTION 
(1952-55: thousands hectares) 


Belgium Ger- 
Luxem- France many Italy 
Agricultural 1,892 39,131 14,229 20,847 2,319 78,418 
(2.4) (49-9) (18.1) (26.6) (3-0) (100.0) 
1,000 16,058 8,436 12,818 1,021 39,333 


Source: OECE, Statistiques l’agriculture Paris, 1956. 


1956 the active population engaged agriculture was about 
million, which per cent Italy, per cent France, 
per cent Germany, and the rest other countries (Table 2). 

Among the six countries the Community, Italy has the highest 
percentage her active population engaged agricultural occupa- 
tions. the last census (1951) this was per cent and may 
estimated have fallen 37-38 per cent present. During 
recent years there has been large exodus from the rural area and 
this trend still continues. But the available land per person engaged 
agriculture still very small and will continue for 
long time. the Vanoni Plan surplus farm labour rightly con- 
sidered national and not just sectional problem. 
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POPULATION AND LABOUR FORCE (1956) 


Population (1) Active Population (2) 


per cent 
Total Agricultural the 
Countries 
ands Thous- Thous- 
ation 
culture 
Belgium-Luxemburg 5.7 5.0 385 2.2 10.7 
Germany (F.R.) 31.2 35-1 4,400 24.8 
Netherlands 10,888 6.7 5-7 509 2.9 12.5 


Source: (1) ISTAT, Bollettino mensile Statistica. (2) circo- 
lazione delle persone europea integrata”, L’Industria, 1958, No. The 
figures relative the working population refer those employed, with the exception the 
Italian figures. (3) Estimates based direct and indirect statistics our disposal. 


Note The percentage women agriculture the time the censuses was 
follows: Belgium-Luxemburg (1947) 16.4; France (1954) 35-1; Germany (F.R.) (1950) 54.73 
Italy (1951) 24.6; the Netherlands (1947) 22.5. See: FAO, Yearbook Food and Agricultural 
Statistics, Vol. XI, Part 1958. 


The land-labour ratio shows, more strongly than merely general 
statements can, how great the scarcity land Italy. The Italian 
farmer has available average hectares little less, the 
German not much more, but the Belgian-Luxemburg and Dutch 
farmers have almost hectares and the French almost (Table 3). 

women were converted into “man units”, only men 
were considered would perhaps more correct, taking into 
account the uncertainty (which occurs everywhere) concerning the 
degree effective employment women agriculture the 

relative position Italy would improve slightly compared with 
Belgium-Luxemburg, while would become worse compared with 
France and considerably worse compared with Germany. 
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TABLE 


AGRICULTURAL LAND PER INHABITANT AND PER PERSON ENGAGED 
AGRICULTURE 


Per Head Per ngaged 

Hectares Italy=100 Italy 100 
0.20 4-9 175 
0.90 209 7.8 279 
Germany 0.29 3-2 114 
0.43 100 2.8 100 
0.48 4-4 157 


The most important aspect this problem consists the low 
level our per capita agricultural income, which also determined 
the fact that unit yields Italy are rather low. 

not easy provide comparable data concerning the real 
agricultural income per head the six countries, one would have 
eliminate the disturbing factor arising from the fact that prices 
received and paid farmers are not the same. 

re-calculating production available for sale terms Italian 
prices, seen that the output per hectare Italy almost 1/5 
greater than that France, per cent lower than Germany, 
but less than one half that Belgium-Luxemburg and the Nether- 
lands. The differences terms added value per hectare are 
somewhat reduced the percentage services and commodities 
acquired the non-agricultural sectors not uniform though 
they remain substantially the same. Taking this into account 
well the land-labour ratio, one finds that the added value for 
each worker Italy 1/3 less than Germany, one-half 
that France and not more than 1/4 that Belgium, Luxem- 
burg and the Netherlands (Table 4). 

only males are considered, our relative position does not 
change much, except Germany whose agricultural income 
per head appears practically twice ours and almost the same 
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TABLE 
AGRICULTURAL PRODUCTION AND ADDED VALUE PER HECTARE 
AND PER ACTIVE PERSON (1955-1957). ESTIMATE ITALIAN PRICES 


Agricultural pro- 


7 duction available Added value Added value 

Countries 

for sale per hectare (1) per active person 

per hectare (1) 

2.5 2.1 3-7 
0.8 0.7 2.0 

4 

1.0 1.0 1.0 

Netherlands 2.5 2.2 3-6 


(1) agricultural land. 


that France. The per capita productivity resulting from our 
appraisal does not substantially differ from that Colin Clark 

obvious that order increase the per capita income 
Italian agriculture necessary act two fronts simultaneously 
increase the unit yield and improve the land-labour ratio. 


(1) World Supply and Requirements Farm Products”, Journal 
the Royal Statistical Society, Vol. 117, Part 1954, 263. 


PRODUCTIVITY PER MALE ENGAGED AGRICULTURE 


(Italy 
1949-52 1955-57 
Countries Clark Our Estimates 


(*) Agriculture and Fisheries. 
(**) Approximate elaboration the data Table 


Clark’s figures refer the working male population, while our figures refer the 
total active population. The differences which remain after calculations were adjusted this 
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consider prices, find that our agricultural price level 
not much higher than that the other countries. Taking into 
account the relative importance different agricultural products 
the Community whole, the level our prices 1956-57 
was not totally equal, only slightly higher than France and 
Germany and probably about per cent higher than the Nether- 
lands and Belgium. However, compared with 1952-53 the differences 
have been reduced consequence trade liberalization (Table 5). 

regards individual products, there was substantial difference 
for wheat and this due great part the difference between 
our price level and that other countries. For livestock our prices 
are not very different from those the other members the 
Community, while Italian prices for vegetables and fruit are lower. 

important remember that international comparisons 
overall levels agricultural prices, vegetables, fruit and wine 
are generally not considered. These products represent large per- 
centage Italian agricultural output and their prices are extremely 
competitive. 

Thus the low land-labour ratio, comparison with the other 
countries the Community, does not greatly affect the general 
level Italian agricultural prices. 


point, even though only approximately, are compatible with the differences relative prices 
only slight degree. 

Clark’s evaluation, well known, based International Units, that 
U.S. dollars the 1925-34 decade. 

Relative prices affect the results owing the diversity the composition Italian 
production, especially Belgium-Luxemburg, the Netherlands and Germany. 
refer particularly livestock products, whose prices, terms wheat, are higher 
International Units than Italian prices for the 1956-57 period. 

The prices used Colin Clark make the Italian position look worse. This because 
they increase the values the real product the three above mentioned countries, which 
the contribution livestock production the agricultural production available for sale 
(about per cent, which more than one third due milk) practically twice the 
contribution Italy. 

the other hand, the use Italian prices, especially since the price wheat 
higher than other countries, results apparent relative improvement our real 
product, since wheat greater importance Italy than other countries. But far 
the above calculations are concerned, the effect practically negligible. 

worth noting that the ratios between the 1956-57 Italian prices wheat, livestock 
and milk are nearer the current prices the other countries than are the ratios prices 
International Units, except the case the Netherlands. 

The adoption Italian prices probably worsens the position regards the Netherlands. 
Similar limitations would result should the prices any the other countries adopted. 


». 
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TABLE 
RELATIVE LEVELS AGRICULTURAL PRICES PAID FARMERS (*) 
1952-53 1956-57 
Countries 
Netherlands 100 
Belgium 114 
Netherlands 100 100 


(*) For standard basket comprising wheat, potatoes, sugar beet, cattle, pigs, eggs and 
milk (European weight). 
For 1952-53, ECE-FAO, Output and Expenses Agriculture some European Coun- 
tries, Second Report: 1950-53, Geneva, 1955. 

For 1956-57, BANK INTERNATIONAL SETTLEMENTS, Annual Report, 
Basle, June 1958. The comparative levels were calculated prices reported in: ECE-FAO, 
Price Agricultural Products and Fertilizers, 1956-57, Geneva, 1957. 


The low unit yield Italy due great many factors, 
among which the great disequilibrium between grain crops and 
livestock. 

Serpieri reports, about years ago Ghino Valenti after 
having traced masterly manner the evolution Italian agri- 
culture during the first fifty years Unification pointed out two 
fundamental defects, great physical disorder and considerable 
economic disequilibrium. The first represented the problem the 
hillsides and the lack water control, and the second resulting from 
the disequilibrium between excessive grain crops and deficiency 
forage crops for livestock. Today wrote cultivate 4.7 
million hectares wheat from which obtain average 
about million quintals; when limit our cultivation not 
more than 3.5 million hectares with normal yield million 
quintals and the same time raise one-third more livestock, then 
equilibrium will established -(2). 

Serpieri went say: “Much has changed since then but 
Italy has not known how has not been able eliminate the 


Italiana, Accademia dei Lincei, Hoepli, Milano, Vol. II, 


| 
i 


252 Banca Nazionale del Lavoro 


great physical disorder recognised Valenti, and the economic 
disequilibrium referred still exists though different terms (3). 

glance the composition agricultural output the coun- 
tries the European Community illuminating this respect, 
even bearing mind the natural importance arboreal crops 
the case Italy (Table 6). 


PERCENTAGE COMPOSITION AGRICULTURAL PRODUCTION (1953 1953-54) 


ucts Belgium burg France many Italy 
(F.R.) 
| 
100 100 100 100 100 100 


Source: Output and Expenses, etc., 1953, Op. 


some cases the sums not correspond the totals because they are 
round figures. 


Irrespective the European Economic Community treaty 
ought have revised our agricultural production regards the use 
our land resources. The problem has also acquired particular 
urgency for other reasons: “economic development” imposes 
agriculture the necessity changes the distribution resources. 


: 
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When the income per head increases, demand for foodstuffs 
augments even though lesser measure; but the increase 
qualitative rather than quantitative countries which are already 
fairly rich, since people choose superior foods while the demand 
for poorer foods stagnant actually declines. Agriculture, there- 
fore, must adjust itself satisfy changes demand. 

When economic development very rapid, has occurred 
Italy the last ten years, the problem becomes acute and must 
solved with greater speed. White bread and pasta”, one time 
the aspiration considerable number people, are now items 
common consumption and with increased income, meat, milk, 
dairy and horticultural products are now demand. 


Let take rapid look the present 
market for foodstuffs the Community. 

The total population the six countries 164 millions with 
relatively high per capita income and high nutrition level. The 
daily Italian calorie availability about 2,600 calories, that 
Belgium-Luxemburg and Germany about 3,000 calories and that 
France slightly lower (Table 7). 

worth noting that the basis data concerning the three- 
year period 1954-56, while France and Italy practically cover their 
food requirements, Belgium and Luxemburg are dependent im- 
ports for about per cent, Federal Germany about per cent; 
the Netherlands, the other hand, has output that exceeds its 
normal requirements per cent. 

Now let glance the principal items consumption. For 
example, the yearly consumption bread grains terms flour, 
which for the other countries the European Economic Community 
about kg. per head, 124 kg. Italy. But the consump- 
tion potatoes, which about 150-160 kg. Belgium-Luxemburg 
and Germany, decreases about 135 kg. France, 107 kg. the 
Netherlands and around kg. Italy. 

regards sugar, compared the per capita consumption 
kg. the Netherlands, find 27-28 kg. Belgium- 
Luxemburg, France and Germany and 17-18 kg. Italy. 

the case meat, the differences are still greater, the per 
capita consumption France 77-78 kg. decreasing kg. 
Belgium, Luxemburg and West Germany, about kg. the 
Netherlands and about kg. Italy. The consumption cheese 
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FOOD CONSUMPTION AND PRODUCTION LEVELS (1955-56) 


Other fats and oils 


Total fats and oils 


Three year period 


Source: OECE, Statistiques etc., 1956, op. 


more uniform, being about 6-7 kg. per head each country. 
The differences fats consumption are naturally due part 

different climatic conditions. 
regards vegetables and fruit, which concern more closely, 
the consumption levels vary greatly from country country. 
the case vegetables the 144 kg. per capita consumption France 
decreases kg. Italy, 65-67 Belgium, Luxemburg and 


Con- Con- Con- Con- Con- 
‘ Pro- Pro- Pro- Pro- Pro- 
sump- sump- sump- sump- sump- 
head cad of head of ca of of 
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the Netherlands and kg. West Germany. fruit, 
against kg. per head Belgium and Luxemburg, find kg. 
Italy and 47-50 kg. France, Germany and the Netherlands. 

may appear strange that Italy consumes less fruit than Bel- 
gium and Luxemburg and less vegetables than France, but our per 
capita consumption fruit and vegetables taken together about 
165 kg. compared 190 kg. France, which the highest 
Europe. Italy exports per cent its vegetable production and 
per cent its fruit production (1955-56). 

Some general considerations may deduced from these data 
about the components consumption each country. evident 
that Italy consumes large quantity bread grains, small quan- 
tity sugar and still smaller quantity meat. 

Having examined present consumption levels may ask our- 
selves what future levels are likely (4). The increase the 
demand for foodstuffs will depend, above all, the increase the 
income per head, addition the increase population. 

The increase population the six European Economic Com- 
munity countries will, according current demographic studies, 
approximately 0.6 per cent per year, about the same Italy 
recent years. 

recent forecast for Germany (5), which for various reasons 
may considered largely indicative for the Community whole, 
suggests that the increase income were per cent per year, 
that much lower than the figure for recent years, the decade 
the variation consumption per head would be: 
wheat and other bread grains (in percentages) +1, potatoes beef 
+28, pork +17, eggs +26, sugar +14. Taking into account the 
yearly increase population (0.6 per cent), the variation the total 
consumption would follows: wheat and bread grains (in per- 
centages) potatoes beef pork +25, eggs +34, sugar 
+21. Vegetables and fruit are not included these figures and 
assuming the aforesaid increase population and income per 
head, increase equal even greater than that meat may 


mie statistiques agricoles, FAO, Monthly Bulletin, No. 

(5) Die langfristigen Absatzaussichten der westdeutschen Land- 
wirtschaft, Alfred Strothe Verlag, Hannover, 1956. 
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anticipated. Italy where consumption levels are low, 
especially regards meat, the increases should even greater. 


shall limit our considerations wheat and meat, neglect- 
ing other products such vegetables and fruit which, although 
important relation income and employment, are grown 
relatively smaller area and concern particular regions. 

the three year period 1953-56 the countries the Community 
produced 254 million quintals bread grains and imported about 
million quintals, which were bought Germany (Table 8). 


PRODUCTION AND IMPORTS BREAD GRAINS AND OTHER CEREALS 1954-56 


(thousands tons) 


Other cereals 


Bread grains (1) 


pro- 
duction 


1,046 1,364 


France 508 
Germany (F.R.) 2,122 
510 
Netherlands 1,361 1,924 


5,869 22,170 6,428 


(1) spelt and rye. 
Source: FAO, Les produits agricoles Marché commun européen, Monographies 
des produits, Bulletin No. 29, Rome, 1957. 


the case wheat, the area sown (1952-55) was 10.6 million 
hectares, 4.8 million which Italy. The total production was 
222 million quintals, which millions were produced our 
country (Table 9). 

The unit yields soft wheat are increasing everywhere the 
point that there now surplus problem Italy and France. 
But our unit yield per hectare much lower than the average yield 
the other countries the Community, also because the low 
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TABLE 
AREA AND PRODUCTION WHEAT 


Ger- Com- 
Period France many 


munity 


Area: thousands hectares 


190 5,224 1,128 5,058 
Production: thousands quintals 
5,010 81,430| 25,150 72,460 4,110 188,160 
Yield per hectare quintals 
32.9 21.8 27.6 17-7 38.0 
39-4 22.8 28.9 19.6 39-3 
(approx.) 


Source: OECE, Statistiques etc., 1956, op. cit. 
(1) FAO, Yearbook Food and Agricultural Statistics, etc., 1957, Op. cit. 


yield hard wheat. Disregarding hard wheat, our yield increases 
from 17.7 20.2 qls. per hectare but still about 1/5 lower than 
the average the other countries. 

regards wheat prices may said that the price the 
Netherlands corresponds the international price the Nether- 
lands production is, however, very small while the average price 
the Community more less equal that France and 
Belgium. The Italian price has considerably decreased recent 
years (Table 

Since the wheat prices the Community will higher than 
the international prices which are kept down the surpluses 
resulting from price support policies would burden the 


wheat-deficient E.E.C. countries purchase this commodity the 
Community area. 
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TABLE 
WHEAT PRICES (1956-57) 
untries the official rate 
(per exchange) 
Frs. 550 7,000 
Germany (F.R. D.M. 6,400 


Source: OECE, Les politiques agricoles Europe Amérique Nord, July 
The prices are all government fixed prices, with the exception the Belgian which 
prix direction Italy’s price refers soft wheat. 


regards meat, the total production the Community was 
1955-56 about million qls., which million consisted 
beef (Table 11). The six countries the Community are dependent 
outside sources for very small quantities beef. 1955 per 
cent the total consumption was imported; 1956 the imports 
increased million per cent total consumption. 


MEAT PRODUCTION 1955-56 
(thousands quintals) (1) 
Beef Lamb Other 
Countries and Pig-meat and meats Total 
veal mutton and offals 
1,940 1,940 260 640 
13,800 10,160 (2) 1,160 9,880 35,000 
Germany (F. 160 1,940 23,140 
Netherlands 1,950 590 790 6,710 


(1) Carcass weight. 
(2) Including lard. 
(3) Excluding fats. 


Source: OECE, Statistiques l’agriculture, etc., 1956, op. 
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The development animal farming the various countries 
well represented the ratio between the livestock units and the 
agricultural area (Table 12). 


TABLE 
LIVESTOCK NUMBERS THE E.E.C. COUNTRIES 


Total livestock units (1) (in thousands) 


2,329 21,140 16,068 11,314 
2,568 20,348 14,646 12,055 
2,949 21,606 15,319 12,410 


Livestock units per hectare agricultural land 


1.18 0.54 1.10 0.55 1.42 
1.34 0.52 1.04 0.58 1.35 


(1) Calculated the basis the following equivalents, usually adopted Italy: 
These conversion factors are different from those used FAO and OECE. 


Source: OECE, Statistiques etc., Paris, 1956, op. ISTAT, Annua- 
Statistica Agraria, Rome, 1957. 


Looking Italian agriculture more closely find that 
the 13.2 million hectares seeded land, cereals are grown mil- 
lion, per cent the total area. northern, central and 
southern Italy the percentages are respectively: 53, and 55. 
first glance would seem that there are great differences between 
the three regions (Table 13). 

The differences become greater from cereals exclude maize, 
which renovation crop the rotation and therefore 
improving crop. Having made this adjustment, the area wheat 
represents per cent the seeded land: per cent northern 
Italy, per cent central Italy and per cent southern Italy 
and the Islands, considerable differences existing between the regions. 

Italy maize grown about 1,250,000 hectares. exclud- 
ing this crop, the area under cereals drops from million 5,750,000 
hectares, which 4.9 million wheat. The area under wheat 


7 

burg (F.R.) lands 
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TABLE 


SEEDED LAND AND AREA UNDER CEREALS ITALY 
(thousands hectares) 


South and Italy 
Islands (Total) 


Description North Centre 


Seeded land (1): 


Cereals (all): 

Cereals (excluding maize): 


Land under cereals percentage seeded land 


Cereals (all): 
1929 55-7 52.0 58.5 56.1 
52.7 56.6 54-8 53-1 
Cereals (excluding maize): 


(1) Arable land minus land under tree crops. 
(2) Data relevant 1936. 


Source: ISTAT. 


equal per cent the seeded land; this percentage identical 
with that 

northern Italy 1,423,000 hectares are sown wheat (31 per 
cent the seeded land); central Italy 1,156,000 hectares (39 per 
cent) and southern Italy 2,304,000 hectares (41 per cent) (Table 14). 

Looking two recent years, 1955 and 1956, good crop year 
and poor one, find that while the national average yield per 
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TABLE 
AREA AND PRODUCTION WHEAT ITALY 


South and 
Islands 


Description 


Area: 


thousands hectares: 


1,433 1,085 2,513 5,031 
percentage seeded land: 
Production 


thousands quintals: 


27,102 12,747 26,832 66,681 
45,679 22,952 26,424 95,040 

quintals per hectare: 

19.7 11.8 11.9 14.1 


Source: ISTAT. 


hectare was 18.7 quintals, the unit yield northern Italy was 30.7, 
central Italy 18.2 (almost the same the national yield) and 
southern Italy 11.5 quintals. 

While true that these differences may attributed 
various factors, some natural and environmental, less true 
that the growing grain tends give higher unit yields where 
cultivation less extensive, more skilful rotation employed and 
alternates with soil-improving crops. 

Comparative data for the years 1929-1955 show that the unit 
yields have increased from 19.7 quintals quintals the north; 
from 11.8 quintals quintals the centre, while they have 
remained 11-12 quintals the south. The unchanged unit yields 
southern Italy not only refer hard wheat, for which recent 
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research seems have found means increasing unit yields, but 
also soft wheat whose unit yields are equally low the region. 

generally agreed that the Italian price were brought 
line with the European average, wheat growing would eventually 
limited, the main, those areas where the unit yields are 
not much lower than the European average, about 20-21 quintals 
per hectare (6). 

Italian wheat requirements, allowing for seed, may estimated 
maximum 86-88 million quintals annually. will probably 
remain fairly stable, the increase population being more less 
balanced the reduction consumption per head, which already 
high. 

Our wheat production now covers our national requirements 
and the rapid increase yields northern and central districts 
has alreay raised surplus problem for soft wheat. This problem 
must carefully studied because the Italian wheat price much 
higher than the international one and also considerably higher than 
the average price the Community. 

the Italian wheat price were equal that the Community 
and that were equal the international price, the need reduce 
the area now sown wheat would only depend agronomic 
considerations. 

things stand, impossible consider exports safety 
valve, because exporting the Government would have bear the 
ensuing loss, with serious damage the national economy and 
agriculture itself, that would imply the continued wrong dis- 
tribution resources. addition, our agriculture cannot disregard 
the pronounced tendency towards increased demand for livestock 
products. 


(6) believed, however, that this cultivation would survive even the areas where 
the unit yield very low, only relation the persistence subsistence farming where, 
because lack adequate employment, the peasant obliged get his bread from the 
soil, however poor living this means and however great the cost”. op. cit. 

difficult think agricultural exploitation subsistence level, the sense 
the word, economy which, though backward, not primitive the case 
Africa and Asia. However small the influence prices may be, never non-existent. 
other words, difficult believe that there such close relationship between employ- 
ment and certain low-yielding income crops; from agronomic point view, always 
possible with the same even greater employment replace the costly and low productive 
wheat culture with others less costly, less risky and more harmony with the requirements 
the market. 
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Ever since the need reduce the area under wheat has become 
evident, substantial consensus opinion has developed this 
regard, though not without some opposition (7). 

According technical experts, the next decade the wheat 
area should reduced 5-600,000 hectares (8). The area under 
wheat therefore should reduced 4.3-4.4 million hectares, not 
much below the 4.7 millions which may considered the average 
area during the last years. Thus order cover the country’s 
requirements, the unit yield, which during the past years has been 
18.2 quintals, should increase 20-21 quintals per hectare. The 
recent development unit yields makes possible forecast 
still higher unit yield. From the four-year period 1946-49 that 
1953-56 the unit yield has risen from 12.1 17.9 quintals, that 
say about per cent. Even taking into account that half the 
increase represents return the pre-war level, does not seem 
beyond the bounds possibility 23-24 quintals per hectare 
years. these yields are obtained the area necessary for sup- 
plying the country’s wheat requirements would between 3.7-3-9 
million hectares. 

The area under wheat present conditions should not, our 
view, exceed million hectares, which about million hectares 
less than the present area, and should decrease still further the 
near future. Without substantial reduction area and increase 
unit yields, substantial reduction cost not possible. 


When examine our livestock situation see that from 
1930 1956 development has been very slow, since the 0.39 live- 
stock unit per hectare 1930 increased 0.42 1956, that from 
1.61 1.71 quintals live weight per hectare for the entire agri- 
cultural and forest area (Table 15). 

The national meat production which was 7.2 million quintals 
1930 and 8.2 million quintals 1958, was about million quintals 
1956 and 1957, which 4.1-4.2 was beef. The per capita con- 
sumption, went from 20.7 kg. 1930 19.7 kg. 1938, 
21.4 kg. 1956 and 22.1 kg. 1957 (Table 16). 

present consumption covered large extent imports 
meat and cattle the hoof. 1957 imports were more than 


(7) Banca Relazione sull’anno 1955, Rome, May 1956, pp. 122 f.; 
(8) produzione agricola”, Agricoltura, May 1957. 
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TABLE 
LIVESTOCK UNITS AND APPROXIMATE WEIGHT ITALY 
Italy 
Description North Centre (Total) 

Livestock units (thousands): 

6,302 2,024 2,979 11,305 

6,565 2,097 2,987 11,649 
Live weight (thousands quintals): 

26,424 8,707 12,926 46,057 

Per hectares agricultural and 

forestry area: 
Livestock units (No.): 

Live weight (quintals): 

233-4 158.0 110.4 161.4 


Source: ISTAT, Annuario Statistico Italiana, 1943-46, 98. 


(1) per Diretti, Agricoltura italiana cifre, 
1956-57, Table 77. the ISTAT data with the same criteria used ISTAT 
for 1930 and 1938. 

(2) Our calculation the average weights estimated ISTAT for 1938. 


1.8 million quintals, equal one fifth home production. 
regards beef, which represents about one half the total consump- 
tion, imports 1957 were equal about 1/3 home production. 
Probably 1958 total imports meat will amount 2.1-2.2 mil- 
lion quintals, increase one fifth over that 1957. 

worth noting that the period 1950-1957, during which 
the national income increased per cent per year and income 
per head little more than per cent per year, meat consump- 
tion increased 47.7 per cent and that beef 68.4 per cent 
compared with increases production and 41.3 per cent 
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MEAT PRODUCTION, IMPORTS AND CONSUMPTION ITALY 
(thousands quintals) 
Production Net imports Consumption 
meat meat All All 


(1) and (3) Including offals excluding hog fat. 
(2) and (4) Excluding offals. 


Source: ISTAT. 


respectively, that order satisfy demand total imports had 
more than quadrupled. income per head should increase yearly 
the rate 3-4 per cent, the total meat consumption, allowing 
for the increase population, would rise period ten years 
more than per cent, while that beef alone would increase 
still more. Total meat consumption would rise, roughly, from 10.7 
million quintals 1957 more than million. The problem 
that are considering clearly very different from that self- 
sufficiency. But without wishing give rise any misunderstand- 
ings must ask ourselves agriculture will position 
satisfy this increased demand. 

must emphasize that ten-year period such con- 
sidered above not long enough this field, especially having 
regard the fact that the present situation has its roots far back 
the past. Secondly, must noted that increase million 
hectares the area under forage crops, conjunction with the 
increased raising pigs, poultry and other animals, which less 
connected with forage production, and increased yield forage 
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crops themselves, would only serve maintain imports level 
not very different from the present figure. the other hand assum- 
ing average yearly increase production equal per cent, 
meat imports would rise over million quintals per annum, 
volume more less equal the country’s present beef production. 

The Common Market could offer Italy great possibilities 
regards vegetables, fruit, industrial crops, and flowers. Nevertheless, 
having regard the tendency towards specialized cultivation, tech- 
nical progress and extension irrigation, seems unlikely that such 
products taken altogether will require expansion area great 
enough affect the broad distribution our land resources. 
have also remember that the reclamation from waste land from 
extensive utilization, added the areas which will become 
available when the area under wheat has been reduced. suf- 
ficient note that since pre-war days the area these crops 
(exclusive potatoes) has risen from 1.2 million hectares, 
while total production has probably doubled. 

The expansion forage crops undoubtedly presents more dif- 
ficulties, they require technical skills and capital which some, 
least, the above crops certainly not need. The increase animal 
husbandry through expanding forage crops involves capital invest- 
ment not only animals but also buildings, shelters, silos, 
machinery and forth. things had gone differently this capital 
would have been spontaneously built up, little little. The need 
now for very considerable investments, scale, however, that 
does not exceed possibilities, taking into account the large invest- 
ments now being made agriculture for different but nevertheless 
not more productive purposes than those question. 

The total capital employed animal husbandry 1957 was 
about 1,500 milliard lire the same year the value livestock 
production was 1,095 milliards, that the capital-gross output ratio 
was 1.4 

Assuming that the “expenses” the agricultural sector are 
shared this is, course, over-simplification proportionately 
the values production the individual sectors, the net product 
the animal sectors would about 830 milliard lire. the other 
hand, increasing investments cattle 1/3 order take 
account, even only approximately, related investments, the total 


(9) Annuario dell’agricoltura italiana, Vol. Roma, 1957, 310. 
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investment would increase about 2,000 milliard lire, the capital- 
net output ratio being 2.4 very low ratio, perhaps lower 
than the relative one many industrial activities and certainly much 
lower than agriculture whole, which (capital invested 
agriculture being valued 14,400 milliard lire and net product 
2,400 milliards). 

Therefore capital invested cattle rearing has very much 
higher productivity than that other agricultural investments, 
perhaps equal capital investment the most productive industrial 
sectors. 

Further, may say that strictly agricultural sense, even 
neglecting the value animal labour (despite the development 
mechanization, more than one half the draught-power used 
agriculture still supplied animals), animal husbandry not only 
returns meat milk the value the assimilated fodder, but 
through greater availability barnyard manure makes possible 
increase the productivity all crops, cereals, vegetables, fruit, 
industrial and, finally, augments the productive capacity the soil. 


Although there widely-held, and the whole well- 
founded opinion, that there exists close relationship between unit 
yields wheat and forage crops, the range variation the 
former much greater than the latter (Table 17). 

The ratio between the two far from stable and tends vary 
considerably. areas where the unit yields wheat are lower 
than qls. the ratio between unit yields forage crops and 
unit yields wheat becomes decidedly favourable forage crops 
(Table 18). 

the years 1954 and 1955 bad crop year and good crop 
year) during which the average unit yield wheat was 17.45 qls. 
per hectare, the average yield forage crops, terms hay, was 
47-65 qls. per hectare, the ratio between unit yields wheat and 
unit yields forage being 2.73. these conditions and assum- 
ing 7,200 lire per ql. the average price wheat (which effect 
was the current price until short time ago), the comparative cost 
hay terms wheat, relation land, 2,635 lire per 
quintal 


(10) neither true cost nor true price, which would seem and would 
rather high, but ratio between the products alternative use the soil. 
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AREA AND PRODUCTION WHEAT AND 


Wheat 
Production 
Typical zones Area 


Total Per hectare 


thousands thousands 


quintals 
hectares quintals 
Recently reclaimed zones the lower Po. 212 6,298 29.7 
VIII Mixed peasant farming zones the South. 538 


Source: Annuario Italiana, 1957, Rome, 1958, pp. and Compiled 
(1) Forage crops rotation (rotation meadows, annual and catch fodder crops). Production expres: 
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TABLE 


AND MPORARY GRASS TYPICAL ZONES 
Wheat 
1955 
Production 

Area Area 

ectare Total Per hectare 

thousands thousands 

hectares quintals hectares 
0.9 512 14,807 28.9 
5-6 335 11,704 35-0 793 
9-7 222 9,238 41.6 215 
545 10.3 231 

9-7 495 5,265 10.6 278 


ied from data the Central Institute Statistics. 


1954 
Production 
Total Per hectare 
thousands 
quintals 
quintals 
40,231 56.3 
66.2 
72,510 
46.7 
29.2 
6,137 26.6 
216,886 48.0 


7° 


1,761 


230 


273 


1955 
Production 
Total Per bectare 
thousands 
quintals 
quintals 
56.6 
55,292 68.2 
68.9 
| 
67,300 38.2 
10,433 
8,321 30.5 
6,773 28.5 
10,193 36.0 


expressed terms good normal dry hay the basis the nutritive value the individual types forage. 


Area 
hectares 
810 
222 
238 
282 
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Taking average price live cattle 350 lire per kilo, which 
has been the current price, then kilo meat equals 13.3 kilos 


hay. That say, were 13.3 kilos normal hay sufficient 
produce one kilo meat terms live weight, there would 
parity gross production per hectare between grain and meat. 
RATIO BETWEEN UNIT YIELDS WHEAT AND UNIT YIELDS 
TEMPORARY GRASS 
(average for the years 1954 and 1955) 
Yields per hectare 
Tem- 
Typical zone Wheat Ratio 
(quintals) (quintals) 
Alpine foothills (family farms) 24.90 56.45 2.27 
Capitalistic intensively farmed 30.30 67.20 2.22 
Recently reclaimed zones the lower 35-65 70.30 1.97 
Zones farmed mainly under 19.85 39-85 2.01 
Capitalistic extensive farmed zones 15.80 46.10 2.92 
VIII Mixed peasant farming zones the South 9.80 27.55 2.81 
Intensively farmed zones the South 10.15 35-20 3-47 
17-45 47-65 2.73 
(1) Rotation forage crops. Yields are expressed terms good normal dry hay. 
consider the net product, find forage crops more 
advantageous. analytical calculation would complicated 
seem hypothetical. can, however, said that though livestock 


raising needs larger investment capital, for fodder crops, 
annual and catch crops rotation meadows (which remain the 
ground for several years), the expenses reach maximum figure 
about 20,000 lire per hectare; whereas for wheat, even after allowing 
for the value straw, expenses average more than double (11). 


(11) the very near future, seems inevitable, the price wheat stabilised 
around 6,000 lire per quintal, the price meat remaining constant, the advantage cattle 
raising will increased. 


an, 
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need not this point make any judgment the sufficiency 
the aforesaid quantity normal hay produce one kilo live 
weight meat. (We should also have take into account the 
residues from other crops the production secondary fodder 
equal quarter forage crops rotation and even the con- 
centrated feeds). But fact that precisely the areas where 
the unit yields wheat are highest, both absolutely and relatively, 
the livestock units per hectare and the livestock production per 
hectare are greatest. 

examine individually the central-northern areas where the 
unit yields wheat are higher (about qls. per hectare more) 
and the southern areas where the unit yields are much lower, the 
ratio between the unit yields wheat and the unit yields forage 
crops decreases from 2.73, which the ratio for the country 
whole, 2.17 for the central-northern areas and increases 
3.06 for the southern. 

Examining the individual southern areas, find ratios 
1:2.74, 1:2.81, 1:2.92 and 1:3.47. The most favourable ratio 
regards forage crops 3.47, which found the southern 
areas under intensive agriculture, and the least favourable, 1.97, 
the areas which have recently been reclaimed the lower (12). 

For the central-northern zones, taking the prices soft wheat 
7,000 lire per quintal, the comparative price hay 3,226 lire 
per quintal; taking the price wheat 7,800 lire per quintal (the 
weighted average soft and hard wheat), for the southern areas 
the comparative price hay 2,549 lire per quintal (13). 

Gross production per hectare meat compared with wheat 
the price meat being taken 350 lire per kilo live weight 
can expressed 10.8 kg. hay for the central-northern zones 
and 13.7 kg. for the southern (Table 19). other words, produce 
kilo live weight parity with wheat the southern 
farmer has available fourth more hay than the farmer the 


(12) For the sake accuracy can express hard wheat yields terms soft wheat, 
the basis prices, make che unit yields homogeneous regards quality. The 
ratio between unit yields wheat and unit yields forage crops then increases from 1:2.17 
1:2.33 the north-central zones and drops from 1:3.06 1:2.82 for the southern zones. 
(Hard wheat almost entirely produced southern Italy and the Islands). 

(13) Annuario dell’agricoltura italiana, Vol. Roma, 1958, Appendix 
Cap. VIII, Produzione lorda vendibile per regioni nel 1957”, pp. 
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areas. should noted that the forage crops 
southern Italy and general those produced warm and arid 
climates have higher nutritive value. 


TABLE 


COST HAY TERMS WHEAT AND PARITY 
THE GROSS PRODUCTION PER HECTARE BETWEEN WHEAT AND MEAT 


Value Cost Parity 
gross dry hay| between 
production terms wheat 


Typical zones 


wheat wheat and meat 


Alpine 7,000 137,550 2,716 12.9 
Alpine foothills (family 7,000 174,300 3,088 

the lower 7,000 249,550 9-9 

7,800 123,240 2,673 13-1 
VII Peasant 7,800 85,020 2,848 12.3 

Mixed peasant zones 
the South 7,800 76,440 2,775 12.6 

7,800 2,249 15.6 
Zones from 7,000 166,040 10.8 
Zones from 7,800 86,977 2,549 13-7 


(1) Zones price soft wheat; and following zones, the average weighted 
price soft and hard wheat. 
(2) Including wheat used seed. 


(3) Equivalence value gross production based the meat price 350 for 
kilo live weight. 


wonder whether the areas which have been for such 
long time under wheat and could called exhausted, would not 
possible through the extension improving forage crops secure 
increase the unit yield wheat. 

Such improvement the cropping pattern would increase 
the level production and income vast areas which are present 
principally under wheat, with decided and widespread economic 
improvement the whole the South. Moreover, since wheat 


Price 
wheat 
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production subject far greater year-to-year variations unit 
yields than are forage crops, there would considerable reduction 
the annual variability agricultural income. This greater stability 
would not confined agriculture; the income the whole area 
would less exposed casual factor like weather. 

This possibility, despite the great variety opinions held 
the subject, could become reality, since there are strictly agri- 
cultural reasons hinder it. The substantial difference between 
northern and southern Italy from agricultural point view 
that the season vegetative stasis falls winter the North and 
summer the South. 

With present technical knowledge and experience the con- 
servation fodder, despite the low and badly distributed 
and since wheat itself grows and produces, progress this field 
far from impossible the South. 


10. The extension wheat culture and the scanty forage crops 
and livestock raising Southern Italy and the Islands are not 
justified, general, agricultural reasons. would seem that 
they are due kind obsolescence agricultural methods and 
cropping patterns, one did not also find counter-operating factors 
such annul the advantages which comparative yields make 
evident. our view the explanation can found number 
causes operating together, principally: (1) lack technical know- 
ledge the farm-operative level; (2) scarcity capital; (3) motives 
concerned with the price wheat; (4) market risks. 

regards price, have already pointed out that the high 
price wheat led increasing cultivation, made more extensive 
and finally resulted maximization rent rather than product 
per hectare. The raising the marginal productivity land com- 
pared with other contributing factors has affected more extensively 
and more profoundly the backward and poorer areas, where the 
marginal productivity land was already high. This explains the 
absence the gradual formation the necessary personal and real 
capital. 

Public investment and related private investment and the limited 
introduction new technical methods, have opposed this tendency, 
but insufficient measure. may assumed that the rising the 
marginal productivity the factors cooperating with the land has 
been, wide areas and the whole, decidedly small. Moreover 
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excluded priori that the behaviour the small owner- 
farmer (particularly certain cases, when his land too small 
when there are opportunities outside work, even only casually) 
is, not the same, least similar that latifundia owners, 
maximize rent. And this for several reasons lack technical 
knowledge, scarcity capital and forth. 

The other reasons concern market risks, which for wheat have 
been reduced the minimum. The wheat policy has given great 
stability wheat prices: for many years prices have been known 
practically advance. addition, through the government purchas- 
ing scheme sales and receipts have been, until recently and large 
part, prompt and reliable. 

Livestock products have certainly not enjoyed such privileged 
conditions. exaggeration assume that market risks may 
have been decisive importance determining the choices made, 
particularly the poorer 


11. Italian agriculture confronted with many problems. The 
obstacles preventing the optimum use the land are very great 
and not easy remove, though this not impossible. 

adherence the European Common Market could offer the 
opportunity removing these obstacles and the same time reduce 
the imperfections the market for industrial products, the positive 
results would great importance not only for agriculture but 
for the entire national economy. 

The conclusions are implicit what has been said above. From 
them can deduce some unquestionable precepts: first, not 
aggravate the scarcity land; second, try reduce it. 


Therefore must: 


(1) insist technical skill, that personal capital for- 
mation the operative level; 

(2) encourage more efficient cropping patterns increasing 
forage crops and livestock, because this way the scarcity the 
land reduced; 

(3) encourage greater application fertilizers, the use 
which too low, both absolutely and relatively, compared with 
countries having more land; 

(4) encourage the increase the capital-land ratio, particu- 
larly the agricultural working capital-land ratio; 
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(5) natural and spontaneous raising the land- 
labour ratio. 


This not priority list but suggests parallel lines action. 
question adapting the working the fundamental variables 
through optimum use the scarce factors. 

order decide practical measures must bear mind 
the existing conditions, not only agriculture but the entire 
economy. assume these conditions are well known and merely 
state that: 


(a) Agricultural income per head losing ground relation 
that other sectors, despite the fact that recent years, taking 
into account increased production and the exodus from the country- 
side, the total output per person engaged agriculture has increased 
something like per cent per year; 

(b) The “terms trade” between agriculture and the rest 
the economy unfavourable agriculture and tends worsen. 
There are, however, price indexes which would give the exact 
extent the phenomenon; the indexes prices received and paid 
farmers are not adequate for this purpose (14). 


Agriculture operates under highly competitive conditions that 
any increase productivity spread through the market. indus- 
try, because imperfections markets, there exists the tendency 
distribute the advantages rising productivity mainly through 
higher incomes rather than through prices (15). 

The abolition certain protective measures would imply the 
elimination compensatory factor for agriculture. This does not 
mean that artificial and costly price supports, such the one for 
wheat, should not abolished. general, the repeal price sup- 
ports does not mean that prices should not watched that one 


The same remark valid for wholesale price indexes. Wholesale price indexes 
agricultural products are certainly representative, but those non-agricultural commodities 
are not equally so, particularly the case finished goods. 

The “terms trade” between agriculture and the rest the economy can best 
followed through the cost living index, adjusted for this purpose. 

Farmers’ consumption home produced food not more than one-fourth agricul- 
tural production, that least one third the food consumption the rural population 
bought the market. Making adjustment this basis and eliminating house rent, 
the index could serve, together with indexes prices received and paid, broad indication. 

(15) Oligopolio progresso tecnico, Giuffré, Milano, 1957, pp. 127 
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should not try, particular cases, reduce excessive fluctuations 
which are misleading producers. This task could entrusted 
associations producers, the State encouraging and fostering all 
such activity. 

The achievement the necessary degree flexibility not 
practice incompatible with satisfactory degree stability, taking 
into consideration the excessive price fluctuation (16). 

Other circumstances concerning the overall economy, which 
have not mentioned presumed them well known,imply 
that the mere renouncing any kind price support would entail 
wide range disturbing effects. shall touch upon few 
very briefly: 

Inevitably the agricultural sector would tend turn itself 
and limit its recourse the non-agricultural sector (services and 
goods bought from this sector are the most variable the inputs, 
but they also have the highest marginal productivity), with detri- 
mental effects the relationship between agriculture and the rest 
the economy, which cannot when aiming 
better integration between the two sectors and general economic 
expansion. 

increase the existing inter-sector transfers labour would 
tend counteract the tendency have just mentioned, but with 
difficulty and any case with certain delay. these transfers 
did not increase sufficiently counteract this tendency, would 
continue even less accentuated form; the transfers increased 
sufficiently, after certain period time manpower glut might 
result elsewhere. may observed that the exodus from the rural 
areas depends also other factors, among which the so-called 
and psychological attitude which gives agricultural 
work very low social standing, etc. But these are additional reasons. 

very stimulating essay the dual nature the Italian 
economy has recently been stated that the high level wages 
industry except the very small operating units would, 
because the imperfect market conditions, constitute, the indepen- 
dent variable the system (17). 


(16) this point see: Agriculture and Economic Progress, Oxford Uni- 
versity Press, Cumberlege, London, 1952, paragraph XI, pp. 177 etc. 

September, 1958. 


| 


Agriculture, Economic Development and the Common Market: Italian Problems 


Apart from this, the opinion that there are sufficient 
reasons for thinking that under present conditions larger exodus 
from the rural areas would have little possibility increasing tout 
court employment industry adequate scale. least 
would question bearing transfer costs advance, and there- 
fore greater than necessary, both the real and the psychological 
level. 

The available data concerning employment are too incomplete 
show precisely which sectors have absorbed labour recent years. 
There has undoubtedly been certain increase employment non 
agricultural occupations: the basis available data, both direct and 
indirect, this increase can estimated more than 1,600,000 per- 
sons between 1952 and 1957 (18). Judging from the data employ- 
ment, would seem that least one-half the increase occurred 
the tertiary sector. There even greater reason believe that 
large number persons leaving agriculture 7°/, the active 
population since 1951 have been obliged seek entry this 
sector; with the exception young people their first job (which 
are not included the above percentage), even presumed that 
some branches industry, such the building industry, have ab- 
sorbed considerable number former agricultural workers (19). 

Increases employment the tertiary sectors generally imply 
increase the real national product; but not necessarily, nor 
necessarily this increase the same proportion (20). 

The truth that high level employment tertiary sectors 
not necessarily associated with high level economic wealth; 
paradoxical this may sound may common aspect both 
rich and poor communities (21). 


(18) See the figures the increase non agricultural employment supplied annually 
the Relazione Generale sulla situazione economica del Paese. 

(19) Vera Lutz, Some Characteristics Italian Economic Development, 1950-55 
this Review, December 1956. 

(20) The Vanoni Plan gives great importance the tertiary sectors regards the 
achievement full employment. Manpower primary and secondary production taken 
together would decrease, between 1954 and 1964, from per cent the total, while 
employment tertiary production would increase from per cent. See: CIR, Linea- 
menti del programma del reddito Italia, Poligrafico dello Stato, Roma, 1956 

(21) progressive countries Colin Clark found through time shift employments 
from primary secondary production and particularly the later stages towards tertiary 
production. The Condition Economic Progress, Macmillan, London, 1940, 
Chap. pp. 176 f.; edition, 1951, Chap. IX, pp. 395 edition, 1957, Chap. IX, 
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have had the opportunity observing certain small 
communities the far East that many people live selling the 
most varied services with the ultimate effect redistributing, not 
much more than handful rice per head. There need, 
the situation our own country the end the last war. 

highly probable that the final effect the abolition price 
supports may permanent reduction the cost living; the 
cost living might even increase, making more difficult achieve 
adequate expansion employment industry. 

The cost living very sensitive the short run retail 
prices foodstuffs; these are affected differently changes 
down agricultural prices due year-to-year harvest variations; 
but the long run the cost living influenced other factors 
besides those represented agricultural costs. 

According the Vanoni Plan, 1954 non farm services added 
farm products used for food represented per cent retail 
food prices (22). 

consider only that part agricultural production which 
constitutes farm services, can say that the cost these services, 
far food concerned, actually less than that the non-farm 
services incorporated in” and added to” the farm products (23). 


(22) Intorno allo schema etc., op. pp. 117 

1964 the non-farm services, added farm products, would per cent the 
retail value food. 

Taking account foreign trade, non-farm services attached farm-products entering 
into food, which 1954 was 41.6 per cent, 1964 expected 49.0 per cent. 

The Plan foresees for the decade the following developments: value food production, 
farm level +18.2 per cent; non-farm services added +59,5 per cent; value food con- 
sumption, retail per cent. 

The increase income available for spending per cent, that taking into 
consideration the effect the increase population which would per cent years, 
the income elasticity for food 0.678 per cent. This figure seems plausible. due the 
combined effect elasticity 0.294 per cent for food farm level and 1.210 per cent 
for non-farm services. The elasticity these services appears out proportion, even con- 
sidering that the food consumed the farms where produced influenced negative 
population and that the relative income elasticity tends decrease rapidly (see the 
note 20). 

For this argument: The Economic Organization Agriculture, McGraw- 
Hill, New York, 1953, Part pp. 

(23) 1957 the farm net national product factor costs (farm productive services are 
paid factor costs) was 2,409 milliard lire while National Income was 13,478 milliard lire. 
can therefore deduced that the cost farm productive services was about per cent 
the national income. Taking into consideration the non-food part agricultural production 


f 
1 
gh 


Agriculture, Economic Development and the Common Market: Italian 


Therefore, certain tendencies which are positive and desirable 
from theoretical point view, such the exodus from rural areas 
and the expansion tertiary sectors, practice are not equally so, 
quite independently the ways which and the times which 
they may occur. 


12. For many reasons the necessary compensations must 
found elsewhere. First all, taxation the agricultural sector must 
adjusted the low contributory capacity; secondly, social security 
contributions must revised that the social costs the agri- 
cultural sector should considerable part borne the entire 
community; lastly, subsidies are essential. The cost fertilizers, 
for example, should partly borne the government. addi- 
tion the time has arrived study efficient plan production 
subsidies, taking care that selective regard products and 
avoiding any discrimination which would result particular sub- 
protection and might constitute serious obstacle the optimum 
use land. Taxation and social charges should used alternatively 
conjointly, substitutive instruments. 

Measures this kind, wisely considered and more wisely 
devised, would help, within possible limits, overcoming the 
dichotomy (24) the Italian economic system, the same time 
maximizing employment and the rate economic growth. 


Rome, March 1959 


the percentage decreases less than per cent. Total domestic expenditure for food consump- 
tion, including beverages (wine), represented per cent the national income equal 5,457 
milliard lire. imports and exports food products have been almost balanced, can 
seen that the farm produced part food represented less than one half the total domestic 
expenditure foods. The difference made the productive services bought agri- 
culture from non-agricultural sectors and incorporated the products farm, processing 
services, transportation and distribution, public services and other services com- 
plex nature. 

(24) the subject see: Vera Lutz, The Economic Growth etc.”, op. cit. 

(*) The brothers, the first technician, the second economist, jointly 
present this study. 


The Italian Stock Market 
the Post-war Period 


This article examines the ups and downs the Italian 
stock market from the end the war the present time and 
relates them the general economic developments, which the 
stock market part, and the long run, measure. 

This period must divided into two sub-periods: the imme- 
diate post-war years, which for the purposes this essay 
the end 1947 and perhaps cover even substantial part 
1948, and the subsequent period. the first these sub-periods 
the stock market was subjected extremely violent forces from 
opposite directions, and consequence oscillated violently both 
directions. the second sub-period, with the disappearance the 
exceptional pressures, the market returned normal, first conso- 
lidating its position the new post-devaluation levels and subse- 
quently resuming its upward movement parallel with the expansion 
the economy. 


The immediate post-war period 


the period between 1944 and 1947, Italy, ravaged the 
war, experienced the most disastrous devaluation its history. 
the space few years the value its currency was practically 
wiped out, falling less than fiftieth the pre-war figure. The 
price shares, therefore, tended rise, since they represented real 
assets. the other hand, these very assets were often seriously 
damaged even destroyed. Shares, therefore, shot and down 
without rhyme reason. 

The general index stock prices which had shown moderate 
upward trend, considering the exceptional circumstances, 1943, 
began soar 1944, and, the end the year, had reached 
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level 11.4 times that 1938, will seen from Graph No. 
There were, however, very wide variations between the com- 
ponent sectors the general index; the increase was much 
18.5 times for real estate, while for mining, metals and engineering 
the figure was only 6.7 (cf. Table the Appendix). 

the beginning 1945, this tendency was abruptly reversed 
and, spite the reduction (in May) the surtax stock tran- 
sactions from per cent per cent (1), the fall continued until 
the end April 1946. That may seem strange, view the 
continuous devaluation the currency during the whole 1945 
Graph No. 1); but other, more powerful, factors were acting 
the opposite direction. 


=u Cost of living 
Stock prices 
(indexes 


the first place, there were fears the socialist tendencies 
gaining the upper hand the new government, and hence the 
partial total nationalization the major industries. the second 
place, since the shares were the names the holders, the latter 
were completely the mercy any new surtaxes, and these seemed 
inevitable the time; but, above all, opinion, the decisive 


(1) This tax had been introduced 1941 act brake speculation. Initially put 
per cent, was later raised, during the war, high per cent. For chrono- 
logical account the various fiscal measures affecting stock exchange and share operations 
before and during the war, cf. Aspects and Problems the Italian Stock 
Banca Nazionale del Lavoro Quarterly Review, April 1948. 
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consideration was that, once the defeat Italy the war was 
certain, many the holders large blocks shares often pre- 
eminent figures the Fascist regime were absolutely compelled 
realize their stocks they wished save anything from the wreck. 

April 1946, the index stocks had fallen the 1944 level, 
hardly even four times the pre-war level, whereas the cost 
living was times higher. The real value the shares had thus 
dropped seventh the pre-war figure. first sight, eco- 
nomic explanation such low prices could also given the 
absurd level which yields had fallen (0.1-0.2 per cent the first 
months 1946), but should not have been too difficult under- 
stand that the distribution insignificant dividends, even 
none all, many companies was absolutely exceptional and 
temporary phenomenon and that, given the loss purchasing power 
the lira, the prices shares were bound adjust themselves 
those other goods. Without doubt, the factors depressing stock 
quotations were not much economic fiscal and political. 

And fact May 1946 the stock market underwent sudden 
and radical change. Two decrees May did away with the 
coupon tax and the remaining surtax transactions, while the 
transactions tax registered stocks practically all stocks) was 
reduced per cent. decree May raised the restric- 
tions the distribution company dividends, and lastly May 
certain degree revaluation fixed assets was approved. 

These measures acted like shot the arm. They set 
motion fresh wave confidence the stock exchange and led 
tremendous recovery. Quotations went threefold, almost, 
three months. There was halt this upward movement 
September-October result the reintroduction the mar- 
ginal requirement per cent forward deals and the decree 
which reserved the State per cent the capital profits from 
revaluation already effected result the decree the previous 
May but the rise once resumed with renewed vigour and 
continued till the beginning May 1947. This whole movement 
was the most fantastic boom the history the Italian stock 
exchange. exactly ten months, the general index rose from 413 
3,922, almost tenfold, and transactions rose almost the same 
extent. The index the textile sector reached high 9,700, 
times the pre-war figure, while individual stocks this 
other sectors went even more. 


= 
| 


The Italian Stock Market the Post-war Period 283 


The stock exchange boom 1946-47 ended the beginning 
May 1947, following the reintroduction the transactions surtax 
the rate per cent. Immediately after, the new Minister 
the Budget, Einaudi, just installed the fourth Gasperi Govern- 
ment, announced the programme currency reorganization which 
led the autumn the stabilization the lira, and these circum- 
stances, coupled with the difficult technical situation which had 
been built the last months the preceding dizzy rise, brought 
about equally sudden and violent fall the shares. 

eleven months the index sank from high 3,922 low 
893, which meant loss three quarters. The bulk the 
previous speculative gains were gone with the wind, and was the 
late comers occasional buyers greenhorns investment mat- 
ters, attracted the dazzling prospects the moment who 
suffered more heavily. 

One curious aspect the 1946-47 boom was this. The Milan 
stock exchange far and away the most important Italy. 
accounts for about per cent all But was Rome 
that was swept most violently the frenzy speculation during 
these months. Whereas Milan the volume transactions remained 
relatively low even the first, hectic months 1947 (being just 
over thrice that 1946) the increase Rome was much 
from 40,000 shares and from slightly over million lire 
million day. This means either that the fever speculation 
this period hit not much high finance (with its natural centre 
Milan) the man the street. that reached Rome much 
later and only for that reason did seem much more violent 
with the previous very low level stock exchange 
dealings. 

the end the Italian monetary situation could 
regarded healthy again. And indeed 1948 was year great 
price stability, which appeared miraculous country with recon- 
struction yet unfinished and soon after the almost total devalua- 
tion the currency. 

The same stability was not noticeable the stock market which 
registered two further violent (and abnormal) oscillations. Towards 
the end March (at the time when the Marshall Plan agreements 
were concluded) the trend was once again unexpectedly reversed. 
The index shot two months 1,780, twice the initial figure. 
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This was followed fall just under per cent June alone. 
the subsequent months, the index seemed last stabilized 
around 1,400, but January 1949 there was final surprise advance 
per cent which was completely cancelled the following 
months. These two wild fluctuations 1948-49 may, however, 
regarded the last tremors the vast earthquake the preceding 
years, Graph No. clearly brings out. this connection, atten- 
tion may drawn the regularity with which the fluctuation, 
caused the end the war and the loss the currency’s 
purchasing power, first expands, acquiring momentum goes 
along, and then declines series increasingly fainter oscillations 
obedience the general physical law oscillatory move- 
ment. 

the subsequent period, the market movements became more 
That they were more line with the general move- 
ment the economy. will now subject that period closer 
examination. 


The 1948-1958 period General picture 


Graph No. shows the monthly movements stock prices 
(index prices, accrued dividend, the Banca related 
new model, which are submitting the special attention 
stock market analysts the two basic factors which the 
long run determine the value the stocks: the yield the 
stocks themselves and the yield Government Bonds. 

The black line represents the general index stock prices. The 
red line represents the (hypothetical) level the general index 
which the expected yield the yield based expected dividend 
per share equal the last one) the stocks per cent. This 
obtained multiplying the index the yield and dividing the 
product 0.05. Hence, calling the red line the index and the 
yield is: 

0.05 


other words, indicates any given moment the level 
the index prices needed give yield exactly per cent. 
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Graph No. 


Index stock prices and line 
stock yields (1). 

Index dividends per (4938 =1) 

Lines equal yield. 

(1) Yields are measured the equal yield 
lines grid. 
(2) See definition dividend per 

unit par. 


Daily average shares exchanged 
monthly the Milan Stock Exchange 
(thousands) 
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‘The rate per cent has course been arbitrarily chosen. 
But fairly close the average rate capitalization Italian 
stocks the period under consideration, clearly shown the 

aph. 
should repeat the calculation for gradually different 
reference rates would obtain, the logarithmic 
graph, series vertically equidistant curves (2), each one being 
given the formula: 


and representing the line yield that is, the level which the 
index must reach give yield 

However, construct the family curves constant yield, 
instead considering the actual curves which, although 
ciently regular, show few sharp angles due sudden declarations 
changes dividends, which reality mature continuously over 
period time convenient consider the more regular 
interpolated curves, which the same time facilitate the material 
task the construction the pattern and form more reliable 
guide the basic trend the stock market. That precisely 
what has been done the graph, which the interpolated curves 
constant yield are indicated the family dotted curves. The 
central curve which dotted with heavier type the curve fitting 
the unadjusted per cent (red) line and has been taken 
reference base for the plotting all the others. 

already pointed out, the interpolated curves represent the 
basic trend stock prices. fact the point worth stressing 
the red line also represents the index dividends accruing the 
unit” shares forming the base the price index. other 
words, represents the movement time the dividends drawn 
the hypothetical possessor portfolio formed, start with, 
all the shares covered the index (or proportionate thereto), 
and then gradually increased and increasing result the imme- 
diate reinvestment all the proceeds accruing the portfolio (that 
is, rights option, bonus shares and on) except for the dividends. 


That is, curves such that the vertical distance between them constant, whatever 
point measured. 
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This index may conveniently termed the index dividends per 
unit, and will called the rest this essay. The inter- 
polated curve, therefore, represents the index dividends per unit, 
and hence the basic trend the stock market. 

Using the lines reference provided the curves constant 
yield, can trace the same graph (green line) the curve the 
yield Government Bonds. should noted that the distance 
between the curve the general index prices (which, related 
the lines yield also represents the yield the stocks) and the 
curve the yield Government Bonds also measures, loga- 
rithmic scale, the ratio yields Government Bonds yields 
shares, that is, what Anglo-Saxon stock market experts call the 

Finally, the bottom the Graph, different scale, 
show histogrammes the daily average stocks dealt monthly 
the Milan stock exchange which, have already pointed 
out, responsible for over half the transactions all Italian stock 
exchanges. 

have thus brought together single graph: 


the general index prices; 


the index dividends per unit (which the long run 
determines the price level); 


the curve the yield stocks (represented the same 
index prices, related the lines equal yield); 


(3) The objective factors which determine the level stock prices are two number: 
the dividends which are the basic long term factor and the rate interest the 
money market. fact, however, the short run, stock prices diverge, sometimes markedly, 
from the trend set these two factors, which shows that other causal agents exist. These 
are certainly many and various, but can lumped together single, rather mysterious 
third factor, which the main psychological and known most Anglo-Saxon manuals 
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where the theoretical price which should capitalize the dividend [d] the rate yielded 
Government Bonds the latter having been chosen represent the rate interest 
the money market; the actual price, which may put equal the theoretical 
price multiplied the unknown factor confidence and the yield shares. 
short, confidence, which varies time, equal the ratio the yield Government 
Bonds that shares. 
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the curve the yield Government Bonds; 


the “curve confidence” the ratio between the yield 
Government Bonds and the yield stocks. This curve not 
actually traced the graph but measured the gap between 
the black and the green lines. make easier read, have 
reproduced it, together with the curves showing the yields, Graph 
No. drawn normal scale; 


the daily average transactions every month. 


careful study this Graph enables draw fairly 
complete picture, broad outline, the Italian stock market 
the period after 1948. 

the two years 1949-50, with the recovery stable currency, 
stock prices may regarded having been finally stabilized 
about times the pre-war level. The average yield, which was 
about per cent the beginning 1949, gradually improved, 
not because prices fell but because dividends gradually rose, reflect- 
ing the completion the first phase reconstruction and the fact 
that the new plants were beginning yield profits. the end 
1949, was already per cent, and, the beginning the 
second half 1950, assisted sharp but temporary sag prices, 
rose 6.5 per cent. Thus, for the first time since the end 
the war, the yield shares exceeded that Government Bonds. 

1949 was the year the first American post-war recession, 
which much disturbed economists, because its sharp, and 
certain sense multiplied, effects the development the Euro- 
pean economy. This greater concern Europe, and this case 
Italy, reflected the different behaviour the stock market 
these two countries. Whereas America the fall stock prices 
stopped the summer 1949, before the recession touched bottom, 
and rising phase began which was last without break till the 
outbreak the Korean war (June 1950), the tendency Italy was 
for prices fluctuate round stationary level, with the sag, referred 
above, June 1950, just correspondence the American highs 
(cf. Graph No. 4). 

the meantime, the beginning 1950 saw the start the 
upward price movement goods traded international market 
which, stimulated the outbreak the Korean war, was last 
with dizzy peaks for certain Asian and Australian goods 
the spring 1951. natural reaction, there was sharp rise 
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internal wholesale prices, which was once passed on, although 
attenuated form, the cost living. All these were undoubtedly 
symptoms the beginning new cycle considerable productive 
activity which was bound end with loss the currency’s pur- 
chasing power and with sharp increase money profits. full 
accordance with the stock exchange paradox, however, stock prices 


Graph No. 
Yields Ratios 
Yield Govt. Bonds (a) Ratio 
common stocks Official discount rate 
3% 
2% 


did not rise unduly. Indeed, Italy, once the reaction from the 
lows July 1950 had spent itself, prices again tended downwards 
the first half 1951, while America the upward impetus 
gradually weakened, and the indexes tended stabilize the high 
levels reached before. 

This the paradox, whereby the prices stocks often remain 
stationary during recovery boom, when there are good prospects 
for profits, and the contrary increase during recession when 
business sluggish. explained the fact that booms, how- 
ever brilliant the prospects from investments shares, the employ- 
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ment money direct production even more attractive, while 
depressions the stock market offers almost inevitable outlet 
for large supplies funds which would otherwise lie unused. 


the beginning 1952, however, the yields from stocks 
had risen such degree that their influence prices was bound 
rises dividends, shares had again become more remunerative 
than Government Bonds, and the gap between the two rates had 
reached about per cent the subsequent weeks. 

March 1952, the two curves merged again for moment 
but diverged once favour stock rates, the yield from which 
May was over 6.5 per cent. 

The situation was thus ripe for considerable rise, and this 
was set motion the decree promulgated that time which 
raised the coefficients revaluation plants times, thus 
giving rise well founded hopes bonus shares distributions and 
windfall increases capital values. From May 1952 January 
1953, prices rose continuously, bringing the general index 
level about times above pre-war. From June 1951, which may 
regarded the take off platform for the complete upward cycle, 
the average increase was per cent, with marked variations from 
one sector another shown the following summary. While 
real estate values rose 120 per cent and financial and others 
just under per cent, the textile sector began through 
difficult period. The sector index increased only per cent, 
while some items even fell. The other industrial sectors 
remained almost perfectly line with the general index. 


JUNE 1951-JANUARY 1953 RISE 
INDEXES PRICES (June 1951=100) AND YIELDS 


June 1951 January 1953 
prices yields prices yields 

Finance and imsurance. 100 5-34 4:27 
Mining, metallurgy and 100 9-19 153 5-75 
Electricity and related branches 100 7-43 152 5-45 
Sugar and chemical 100 6.19 155 4-38 
100 6.62 220 3-76 
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Consumer price index U.S.A. (1947-49=10); 
Index stock prices U.S.A. (Dow Jones averages: 10); 


Index prices raw materials traded international market. 
(Confindustria index 1949=10). 


Korean 
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The yield from shares was, course, declining the mean- 
time; November 1952 was again below that Government 
Bonds and January 1953 sank low just over per cent. 


the beginning 1953 the Korean war was drawing 
close, and was ushering the second American recession which 
was immediately reflected drop Wall Street prices the 
first one any magnitude since 1949. The Italian market reacted 
perhaps independently international events the previous 
rapid upward movement, losing about per cent its maximum 
figure, and the yield went again over per cent almost 
equal that Government Bonds. 

All this happened the first months 1953. For all the rest 
the year and for the first half 1954, the level prices remained 
fairly stable, with slight hesitant oscillations and down. the 
one hand, was still feared that the American recession might 
spread Europe, the 1949 one had done, with all the negative 
consequences profits flowing therefrom; the other hand, the 
yields which had again risen and then per cent stood 
the way further drops prices. 

Yet, time went by, the negative effects feared from the 
American recession were slow appearing, and was realized more 
and more clearly, almost with feeling welcome surprise, that 
this time these effects would not make themselves felt; that is, that 
the largely reconstructed European economy had become less depen- 
dent the American economy and hence less vulnerable its 
fluctuations. And thus, when was clear, halfway through 1954, 
that the economic outturn 1953 had been fairly satisfactory, that 
the dividends the preceding year had been generally maintained 
the same level and often increased, and that the American reces- 
sion had touched bottom, new upward cycle began which, except 
for brief interruption two months the spring 1955, was 
last for about year and half bringing the general index 
over times the pre-war level, with increase much 
per cent over April 1954. 

This time the most favoured sector was that the metals, steel 
and engineering, followed real estate, finance and others, while 
the textile industry, still bad way, increased modest per 
cent thanks above all some old and extremely sound firms 
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whose traditional skill and resources took the edge off the difficulties 
many their problems. 


APRIL 1954-SEPTEMBER 1955 RISE 
INDEXES PRICES (April 1954=100) AND YIELDS 


April 1954 September 1955 
prices yields yields 

Finance and 100 6.19 172 3-81 
Mining metallurgy and engineering 100 8.27 240 3-74 
Electricity and related branches 100 7-10 163 4-99 
Sugar and chemical 100 4-69 152 3-27 
100 5-78 178 2.71 
100 6.64 178 


pity that the indexes the Banca are not broken 
down greater detail between sectors. quite probable that 
insurance and finance securities not move parallel, and even 
more probable that sugar (food) stocks and chemical stocks, lumped 
together the same heading, not move concert. Nor even 
the division mining, metals and engineering very homogenecus. 
The comparison between different variations registered the various 
sectors different stock exchange phases might well prove more 
instructive more detailed sectorial indexes were available. 

result the sharp rise, the yield for stocks declined gra- 
dually low per cent most unusual level for the Italian 
market. Not only so. the 1951-52 rise, the fall the yield 
stocks had been linked fall, very slight one though, the 
rate yield fixed interest securities. 1954-55 the contrary, 
while the former dropped sharply, the latter continued rise, 
that the gap between the two gradually widened. 

This brought out clearly Graph No. which the two 
yield curves, linked each other mid-1954, diverge from then 
more and more markedly. the autumn 1955, the gap was 
rise points, and the ratio (the red curve Graph No. 
between the yield Government Bonds and that stocks was 
over 1.5. 
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obvious from Graphs and that September 1955 
the prices stocks were extremely high, and the technical situation, 
account the previous increase, was bound extremely 
strained. That being so, strong reaction was clearly expected. 
All that was lacking was something set the ball rolling. 

This something was the now famous article the new tax 
law. readers will aware, the aim this article, which was 
more and more frequently discussed the press the autumn 
1955, was eliminate certain fictitious transfers which practically 
made possible own shares without registering them, 
required law, and hence without the income tax authorities being 
able control income derived from them. The article also aimed 
facilitating the assessment speculative gains from short term 
operations, making compulsory report central office 
all transactions carried out each day. 

This measure, must said once, extremely complicated 
from technical point view and indeed not entirely justifiable 
essence. However, this did not alter one jot the situation 
the effective purchase stocks, transfers which already had 
reported the general register. for other reason that 
that, the article hardly deserved all the outcry stirred the 
financial, and even the daily press. happened, the picture 
the consequences the act was sombre not encourage 
investors take advantage the attractive prices the first half 
1956 and the subsequent phases the depression, and even 
led large number sales low levels. Only when the market 
was fairly far the present upward swing did article sud- 
denly disappear from the scene and more was heard the 
press. 


The downward phase which followed the peaks September 
1955 lasted for nine months, lowering the index over per 
cent. June 1956, the trend went the other way, but the recovery 
was slow, and there was very much reduced volume transac- 
tions. appears clearly from Graph No. the volume tran- 
sactions the Milan stock exchange crashed from 2-3 million shares 
day 1955 almost nothing July-August 1956, and then rose 
again very slowly. The yield, which had gone 5.5 per cent 
June 1956, went down gradually 4.80 per cent September 
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1957, when the trend was again reversed for another nine months. 
this phase, too, the decline was slow and the transactions few. 
essence, during all this period (from the middle 1956 the 
middle 1958) the level remained the whole stable, consolidating 
the previous increases. 

Yet, even with yields between and 5.5 per cent, the level 
prices stocks was not low look the extremely high 
yield Government Bonds that time. For this yield, after 
September 1955, went increasing, that the two yield curves 
continued remain far apart (cf. Graph No. 3). the final months 
1956, the yield Government Bonds was over per cent and 
stayed that level throughout 1957. The ratio between the two 
yields never went below 1.3, and throughout 1957 stayed high 
between 1.4 and 1.5. these circumstances due the great 
investment boom that period and the resulting credit tight- 
ness the stock market could not really said depressed. 

the beginning 1958, the money market rather unexpectedly 
went from state tightness one marked liquidity, and the 
yield Government Bonds began fall rapidly, thus approaching 
that stocks. The ratio between the two declined steadily and 
June reached 1.1. The upward impetus prices then extended 
the stocks, and new, vast and intense movement was set motion 
which has now been going for well over year, bringing prices 
new record levels. 

the end June 1959, the general index had risen level 
times over pre-war, with increase per cent above June 
1958. The greatest increases this time were textiles, which had 
finally awakened from their lethargy, immediately followed 
financial and insurance stocks, while all the other sectors had risen 
slightly less than the average. The yield fell from 5.53 per cent 
per cent extremely low level for Italian stocks and never 
before known normal times. For textiles and finance, the yield 
fell below per cent and for some shares low 1.0 per cent. 
The volume transactions, although still far from the maxima 
autumn 1955, often went back above million shares 


day (5). 


(5) the end August the general index had risen peak over times the 
pre-war level and the yield had come down around 3%. 
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JUNE 1958-JUNE 1959 RISE 
INDEXES PRICES (June 1958=100) AND YIELDS 


June 1958 June 1959 
prices yields yields 

Mining metallurgy and engineering 100 6.37 153 4-12 
Electricity and related branches 100 5-79 4-02 
Sugar and chemical 100 4-97 137 
100 4-56 148 3-13 
100 4.00 142 2.95 


will return the question prices later stage, when 
formulate some conclusions market prospects the imme- 
diate and more distant future. First, however, must briefly exa- 
mine the other basic aspect the stock market the issues 
new stocks for cash. 


The remuneration share capital and new issues for cash 


10. far have studied the broad movement the stock 
market with reference only the prices stocks and volume 
transactions. must now consider another, less important, 
aspect the market, which the raising fresh share capital 
through the stock exchange. seemed worth trying relate 
that factor the total dividends paid out existing share capital. 

does not appear that this comparison has ever been made, 
nor know exactly what importance attribute it. 
certain, however, that, take one hand companies, self- 
contained entities, and the other hand shareholders group, 
can distinguish clearly between two flows money from each 
body the other. There are the dividends paid out every year 
the shareholders the companies reward for the capital already 
invested, and the sums paid the shareholders the companies 
for new investments through issues new shares. The balance 
between these two opposite flows constitutes the net flow from the 
companies the shareholders vice versa. And, the shareholders 
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are regarded single unit, this balance practice the net 
income derived them from their investment shares. 

Naturally, the shareholders cannot regarded single unit, 
and their number and the possibility exchanging their shares 
and the rights connected therewith the stock exchange 
render the proposition invalid for the individual. Nevertheless, from 
the point view the firms, has certain curious interest. 
doubt true that the new capital invested will give larger future 
profits, but over sufficiently long period, the firms regularly 
receive from the shareholders more than they pay them their 
existing capital, can really said that share capital remune- 
rated? This question which rather puzzles and which 
unable give specific reply; and yet does not seem 
entirely irrelevant. will therefore leave unsolved and will 
confine myself setting out the results this inquiry, which 
any case bring out number very interesting points. 

These finding are set forth detail Table (Appendix) and 
are summed the table the next page. Before starting 
illustrate them, must issue warning that the figures both 
dividends and share issues contain duplications for fairly con- 
siderable amounts, because substantial part the shares the 
companies under consideration owned other companies the 
group. That does not, however, affect proportions, because the 
duplications the dividends and the new capital obviously cancel 
out the ratio between the two totals, and for our purposes 
precisely the ratios that count. 


11. the ten years covered the inquiry (1949-1958) the 
Italian companies quoted the stock exchange distributed dividends 
865 billion lire 1,380 million), the same period, they received 
from the shareholders for issues new shares 874 billion lire 1,395 
million), that during these ten years there was net flow 
just under billion lire million) from the shareholders the 
companies. The almost complete coincidence the totals strik- 
ing. If, the contrary, consider the flows year year, 
will seen that the excess the intake over the dividends was 
particularly marked 1949, 1953, and the last two years, whereas 
1952 and the three years from 1954 1956 dividends were 
well above the sums asked for. 
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DIVIDENDS DISTRIBUTED AND NEW ISSUES SHARES 
FOR CASH ITALIAN COMPANIES QUOTED THE STOCK EXCHANGE, 
THE TEN YEARS 1949-1958 
(in billions lire) 
Payment 
Dividends Diffe- Ratio 
(a) total (b) total 
115.9 (13-4) 247.2 (28.3) 0.46 
64.6 7-5) 19.9 2-3) 44-7 3-2 
Mining and metallurgy 123.4 (14.4) 87.5 (10.0) 35-9 1.4 
Engineering and motors 69.5 8.0) 116.9 (13-4) 47-4 0.6 
308.6 (35-6) 307-9 (35-2) 0.7 1.0 
Chemicals 47-7 5-5) 33-7 3-8) 14.0 1.4 


the 865 billion lire dividends distributed, many 309, 
over third, are from the electric sector, followed mining 
and metallurgy with 123 (14 per cent), finance with 116 (13 per 
cent), miscellaneous with per cent), engineering with per 
cent), textiles with (7.5 per cent) and the others thereafter. Broadly 
speaking, these percentages reflect the importance the various 
sectors terms the stock exchange value their capital. 

The new capital was drawn again for over 1/3 the electric 
sector, but the financial sector now comes second with 247 billion 
lire per cent the total. Next follows engineering, with 
117 billion lire (or per cent), mining and metallurgy with bil- 
lion lire (10 per cent) and long way behind the others. 
The situation quite different examine the net money 
flows. the eleven sectors into which the list (6) has been split 


(6) perhaps superfluous point out that the subdivision into sectors, this table, 
based almost entirely the data published the paper its special end-of-year 
numbers, different from that adopted the Banca calculating its indexes. 


- 


The Italian Stock Market the Post-war Period 299 


up, nine show more less marked surplus dividends distributed 
over new payments requested the shareholders, while the other 
two sectors the latter are well above the former. 

The two sectors where the inflow regularly exceeds the dividends 
are finance and engineering. the former, the new issues for cash 
over the whole period were well above twice the dividends paid out. 
only one year out ten, 1954, did finance companies distri- 
bute shareholders more than they asked them. bottom, this 
corresponds the specific function these institutes, which 
precisely that collecting funds from the public and employing 
them industry. The other sector which the new issues (177 
billion lire) were well above the dividends billion lire) was 
engineering. should noted that this sector one single firm 
(Fiat) completely dominates the picture (accounting for about 
per cent). The heavier destruction during the war, the need for 
drastic reconversion, and above all the great prospects expansion, 
entailed particularly heavy investments this sector. worth 
noting, however, that while the first half the period under 
consideration dividends were almost always lower than the sums 
needed, the position was reversed 1954 and 1955. recent years 
there were balances alternately either direction. 

the sectors where the dividends exceed the inflow new 
capital, the largest differences are found, order, 
laneous, textiles, mining and metallurgy, with 58, and billion 
lire respectively the ten years. 

If, however, wish find out which are the sectors which 
distribute more the shareholders than they ask from them, 
vice versa, must consider the ratio between dividends distributed 
and new issues for cash. then find that insurance far ahead 
the rest, with ratio about 12. The net remuneration 
capital this sector has been constantly the increase over the 
whole period, while requests for new payments from the shareholders 
have been negligible. This may explain why insurance shares rate 
high the stock exchange. The yield therefore extremely 
low. The second place is, somewhat unexpectedly, taken tran- 
sport, with ratio over The distribution dividends, however, 
this case shows substantial irregularities with marked decline 
1952 from the 1951 peak, and with further, slighter, falls 
1954 and 1958 below the preceding years. the present time, some 
firms this sector are going through difficult time. 
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Equally surprising the high ratio between dividends distri- 
buted and new capital raised the textile sector, which only now 
appears emerging from crisis which has lasted for several 
years. The surplus distributions over new issues has been constant 
over the whole period, spite the fact that recent years 
numerous companies have had suspend payment dividends. 
must concluded that either the sector has exceptionally sound 
basis (as probably the case) that the crisis itself which has 
brought about this situation discouraging new investments and 
hence avoiding requests the shareholder for new capital. 

the “miscellaneous” sector, the ratio also high. This sector 
includes several the most thriving and best run firms Italian 
industry. Over the whole period question, dividends are constantly 
higher than new issues for cash, and the excess the highest 
absolute value, although the sector comes only fourth terms 
the amount capital quoted. 

Ratios over unity, but much smaller extent, occur 
the mining and metallurgical sector (the main company the sector, 
accounting for about per cent, Montecatini) where pre- 
valence payments the shareholders the first half the 
period followed definite prevalence the sums distributed 
the companies the subsequent years and the food, 
chemical and real estate sectors. 

Lastly, the electric sector, far the most important the list, 
shows dividends and increases capital for cash almost perfect 
equilibrium, reproducing the situation the list whole. the 
ten years, the dividends have exceeded the fresh capital six occa- 
sions, and the other four the opposite has happened. The sums 
raised were particularly high compared with the dividends 


1949 


Prospects 


12. review such the above cannot terminate without some 
reference, however brief and summary, market prospects. 

the long run, stock prices are indissolubly linked dividends. 
This clearly demonstrated either Graph No. which relates 
the general index stock prices the general index dividends, 
Graph No. which repeats the comparison for each the 
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sectors composing the Banca index; and lastly Graph 
No. which relates prices and dividends American industrial 
stocks the periods following the two world wars. For this graph, 
have used for the period from 1918 1934 the Cowles Commis- 
sion’s indexes industrial stocks (base year 1926=100) which 
have linked for the following period Moody’s index 125 indus- 
trial stocks. 

Three traits common these graphs strike the reader. the 
first place, measured over sufficiently long period, the price index 
grows rate exactly proportionate the dividend per unit. 
the second place and must remembered that the graphs 
cover periods after world wars which rocked the western economies 
their foundations the dividend per unit increases very rapidly 
the reconstruction period after the war, but then the pace slows 
down, and lastly the case the first post-war period even 
falls. the third place, the index stock prices which start 
with, though increasing fairly rapidly, lags behind the index 
dividends per unit increases faster rate the very time when 
the rate for dividends per unit beginning slow down, advanc- 
ing well above the equilibrium level and thus creating the precon- 
ditions brusque reversal the trend. 

The phenomenon illustrated the three graphs easily explic- 
able terms theory. After great war, the economy being 
rapidly reconstructed. Goods are short supply, demand strong, 
prices are high, and all industrial activities highly profitable. Hence, 
businesses thrive and profits increase rapidly. The price stocks, 
too, moves upwards, but less rapidly since periods great 
and profitable economic activity liquidity scarce and, however 
profitable the purchase stocks, the direct employment capital 
industry still more so. Gradually, reconstruction progresses 
and productive capacity increases, the shortage goods disappears 
little little, and the transition effected from producer’s market 
consumer’s market. these conditions, the prices products 
tend stabilized even fall. Competition becomes keener, 
and profit margins narrower. inevitable consequence, there- 
fore, dividends tend rise slower rate, and logically share 
prices should the same. But this point irrational well 
powerfull psychological factors intervene give entirely different 
twist events. When goods are abundant supply and there 


302 Banca Nazionale del Lavoro 


buyer’s market, there also marked monetary liquidity which 
finds difficult obtain outlet, least sufficiently profit- 
able one, trade and industry. This liquidity, builds up, 
consequently turns more and more the finance market, and 
especially towards stocks which were relatively neglected the pre- 
ceding period. Thus, for purely monetary reasons, because the 
growing liquidity the market and the falling interest rates, the 
increase prices stocks acquires momentum its own 
the very moment when the profits the firms which they represent 
begin slow down their pace. 

The picture the subsequent stage familiar. prices rise, 
speculative gains. The stock exchange comes into fashion, 
and increasing quantities new funds are channelled towards it. 
This naturally pushes prices still further, and finally vicious 
circle created which rapidly goes from strength strength, till 
assume gigantic proportions. More and more frequently, new 
investors and speculators resort the stock exchange, and new 
investment companies sprout like mushrooms. seems noth- 
ing can stop the boom. Yields longer count. The stocks are 
speak dissociated from the firms they represent, and acquire 
sort mysterious value their own, which one knows the 
origin but which everyone accepts. this way, chain commit- 
ments forged, credits and debts, heavy interest increas- 
ingly exposed positions chain which bound break when 
the spree” goes beyond certain limit. fact, the income 
which the flow growing funds into the stock exchange based 
always the same one, and one only and that the industrial 
income the firms represented the stocks. This income not 
only cannot keep pace with the dizzy increase prices shares 
the last stages boom but even tends these very phases 
increase ever slower pace stabilized and even fall. 


13. now seems clear from Graphs Nos. and that, both 
Italy and the United States (and, may add, also the 
other western countries) the stock exchange present passing 
through the last phase boom the type described. And 
may confidently asserted that, the government monetary policies 
were today repeat the errors 1928-29, there would bound 
repetition the fall stock prices too and, what more 
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important, more serious depression than the two three reces- 
sions the post-war period. 

Fortunately, since 1930 economics have made, thanks Keynes, 
least one gigantic stride. realized that the crises 
overproduction (and the recessions flowing from them) 
fought not tightening one’s belt and cutting expenditure, but 
adopting precisely the opposite policy, that is, increasing expen- 
diture order give the community chance consume and 
enjoy the goods being produced greater abundance. Unless, the- 
refore, this lesson forgotten the last moment, 1929 type 
crisis should ruled out the present time. 

From the point view this essay, this means that average 
business profits and hence average dividends per unit should 
not today run any risk being slashed 1929, but should 
least maintain their present levels. This depends largely the 
measure and acumen with which governments apply the Keynesian 
theories. clear fact that deflationist policy would lead 
crisis did 1929, but equally clear that policy 
excessive deficit financing would produce certain degree price 
inflation which would artificially inflate industrial incomes and hence 
the dividends per unit, and the last resort the prices stocks. 
The ideal would for the anti-cyclical monetary policy gra- 
duated such way keep the price level stable the whole. 
extremely hard, however, ensure this. And, since believe 
that under the constant pressure trade union demands and the 
constant, more less laudable, concern governments not alie- 
nate the sympathies the masses unpopular measures even 
the most prudent monetary policy (as the Italian policy over the 
last decade can undoubtedly claim be) will unable avoid 
constant slight inflationary process (see Graph No. 4), feel 
confident conclude that dividends per unit will continue rise 
the long run though certainly not rate comparable 
that the last few years and therefore that the general index 
stock prices will continue the same measure. 


14. If, therefore, the long run prospects the stock market 
seem the whole favorable, the same cannot said the short 
term prospects. During the last few months, the price curve has 
diverged too sharply from that divedends per unit, both Italy 
Graph No. and the United States (cf. Graph No. and 
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the other major western countries. The two curves are bound 
come closer somewhat the next months. exclude the pos- 
sibility the dividends per unit curve jumping the level prices 
which would only possible the case (which fortunately 
appears rather improbable) sudden serious inflation must 
the price curve come closer the dividend curve. The further 
the present speculative rise proceeds, the more severe will the 
necessary adjustment. 
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STATISTICAL APPENDIX 
MAXIMUM AND MINIMUM PRICES STOCKS THE PERIOD 1944-1948 
100) 
Mining 
Textil metall- | Electr- Real | Miscel- 
igineering Index | Yield 
100 100 100 100 100 100 100 
1947, April: 


1948, March: 
average 
(min.) 

1948, May: 
average 
(max.) 

1948, July: 
average 
(min.) 


(735) (573) 


920 3,082 887 


(800) 
1948, September 


(3,580) 
| 


| | 
693 1,345 1,847 
(583) 


| 
(1,280) 


931 1,368 1,968 


1,052 


1,966 1,035 2.16 
(893) (2.51) 
2,873 1,581 1.93 


(1.71) 


INDEXES DIVIDENDS PER UNIT ITALY, 1938-1958 
100) 

Minin 

| insurance gincering chemical | 
1938 100 100 100 100 100 100 
1947 220 869 487 165 396 546 346 
1948 460 1,939 666 371 436 617 1,945 682 
1949 670 3,004 1.052 1,256 918 2,146 2,327 1,349 
1953 1,960 2,186 2,686 1,752 2,854 
1954 2,000 4,729 2,282 2,581 2,156 4,721 3,036 
1956 2,690 4,603 2,636 3,057 2,350 5,340 8,784 3,590 
1957 3,220 4,610 2,918 2,441 5,367 8,671 
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(million 
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Finance 


Insurance 


Transport 


Textiles and clothing 


Mining and metallurgy 


Engineering and motors 


Electricity 


Food 


Chemical 


Real estate 


Miscellaneous 


Total 


. . . . . . . . . . . 


1,188 


52,466 


28,534 


829 
216 
613 


283 


3,468 


+ 


40,808 
36,988 
3,820 


(a) dividends distributed; (b) new issues for cash; (c) differences. 


100 
1,254 


8,059 
5,160 
2,899 


8,000 
10,016 
2,016 


26,716 


19,874 
8,876 


1,640 


1,640 


280 


2,899 


1,226 
1,067 
159 


220 
4,263 


56,642 
— 1,103 


255 
8,845 


10,389 
4,680 


3,885 
2,094 
+ »791 


22,819 
10,336 


1,359 


1,859 


3,780 
3,632 
148 


1,482 


432 
1,050 


5,728 
1,092 
4,636 


67,772 
31,466 
36,306 


(a) 


170 


11,251 
23,000 
11,749 


18,172 
8,712 


25,000 
56,924 
31,924 


2,292 
420 
1,872 


1,280 


2,102 

7,168 


607 
6,561 


132,376 


+ 


+ 


20,210 


8,250 


1,983 


2,417 


1,820 


11,508 
2,295 


115,451 


24,375 


6,618 
120 
6,498 
17,653 
24,120 
6,467 
12,780 


12,102 
678 


51,029 
8,294 
288 
4,860 
7,840 
2,980 
3,182 
608 
2,574 
12,103 
800 
11,303 


135,952 
166,034 


30,082 
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COMPANIES QUOTED STOCK EXCHANGE THE TEN YEARS 


31,802 


2,372 
2,372 
674 


674 
6,741 


2,000 


19,509 


1,800 


12,810 


30,600 


55,111 
64,181 


4,041 
10,563 
6,522 


6,612 
198 
6,414 


6,257 
2,946 


12,300 


148,945 
180,853 


31,908 


Total 
1949-58 


247,191 
131,246 


13,022 
1,070 
11,952 


6,748 
1,504 


64,624 
19,890 


87,505 
+ 35,945 
69,494 
116,929 


308,560 


307,908 
652 


26,064 
20,949 


33,692 


19,464 
16,025 


21,525 
57,633 


865,112 
874,204 
9,092 


lire) 

| | BY. 
6,707 6,538 


Export Credits Under-Developed Countries 
Multilateral Basis 


“The evolution under-developed 


countries the problem the century 


Those countries are considered authoritative opinion 
non-industrialised, the process development under-developed, 
where, modern productive techniques are adopted, full employ- 
ment existing capital does not fully absorb the available man- 
power. under-developed countries available manpower kept 
fully employed the use antiquated production techniques with 
very low productivity level. Unemployment and inefficient full em- 
ployment result persona! incomes, that the average are far 
lower than industrialised countries. Nearly the whole the 
African Continent, most Latin America, parts Southern Europe 
(Portugal, Spain, Southern and Insular Italy, Greece and Turkey) 
and Russia, some countries the Near and Middle East, many 
Asiatic countries (among which India and Continental China) are 
all under-developed areas areas the process development. 
About two-thirds the world population live these areas; 
some the rate population increase very high. 


Multilateral System Finance Development Plans 


The above definition under-developed areas implies that 
capital imports are the prime necessity development policy. 
Such imports can classified under three main headings: 


(a) finance for social infra-structures (aqueducts, basic com- 
munications, hospitals, elementary schools, etc.). difficult 
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measure the returns such investments may yield within reasonable 
period time: therefore finance for such projects should take the 


(b) finance for basic projects (power plants, power cable net- 
works, oil prospecting and drilling, land drainage, mining, roads, 
large industrial plants, etc.). These projects may amortised over 
long period time: therefore finance should obtained either 
direct investment loans repayable over period fifteen 
twenty five years; 


(c) finance for the purchase capital goods (machine tools, 
industrial and agricultural machinery, shipping, railway stock, buses, 
lorries, etc). They may amortised over period two fifteen 
years and should possible finance their purchase with 
medium-term credits. 


The planning and implementation the individual projects 
development plan particularly the field capital invest- 
ments often produce clashes interests between the authorities 
the two groups countries. Although these contrasts cannot 
entirely eliminated, even multilateral organisation, they are far 
more acute when reciprocal relations are bilateral basis. Usually 
they arise because, rightly wrongly, the industrialised countries 
are determined apply criteria valid for their own economies (eco- 
nomic stability, expansion without inflation, protection private 
enterprise) when assessing the needs countries the course 
development, whereas the latter are not always prepared accept 
such criteria. 

The main points contrast arise from the structure develop- 
ment plans, the usefulness any particular project for the success 
these plans, the order priorities and particularly the rate 
development. moral grounds the aspiration under-developed 
nations reduce eliminate the enormous gap between their own 
standard living and that industrialised countries incontestably 
legitimate. the interest the Government under- 
developed country ensure that development takes place the 
speediest rate compatible with the evolution the mentality and 
customs the local population. This rate often more rapid than 
that allowed the saving capacity industrialised countries, where, 
adopted, would bring about the same inflationary processes that 
invariably accompany any accelerated expansion under-devel- 
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oped country. Industrialised countries are reluctant accept this 
approach, whereas under-developed countries, accustomed view 
inflation without excessive apprehension, the argument 
cious. 

easier for multilateral organisation overcome the clash 
interests between the two groups countries than for 
bilateral one. The proof lies the success I.B.R.D. and 
which distribute medium and long term credits multilateral 
basis. multilateral organisation for reciprocal capital investments 
could achieved the following conditions: 


the distribution gifts through international institutions, 
order avoid suspicions which arise more easily bilateral 
basis whether the motives the industrialised country are 
the best interests the assisted country; 


for direct investments, joint action number indus- 
trialised countries create concerns with joint administration and 
fifty-fifty division profits, whatever the proportion the total 
capital invested the industrialised countries; 


the concession untied” long and medium-term loans 
international institutions, which implies the right freely use 
the proceeds these loans for purchases any the industrialised 
countries participating the multilateral organisation. 


Present Organisation Medium and Long-Term Finance for Under-De- 
veloped Countries 


addition the and the European Fund, which 
certain conditions and for relatively short periods contribute 
finance temporary deficits the balance payments member 
countries, and which particularly the second, clearly duplicate 
the first might well used means stabilise the eco- 
nomies under-developed countries (financing buffer stocks, other 
plans normalise the price raw materials and basic products), 
present medium and long-term finance for under-developed coun- 
tries mainly provided the following institutions and systems: 


the International Bank for Reconstruction and Develop- 
ment finances basic projects, certain conditions, granting direct 
medium long-term loans when private capital not available 
reasonable terms, integrating under-writing private invest- 
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ments. The Bank takes into consideration the contribution 
project the success the development plan. The proceeds 
loans can spent any country; 


the International Finance Corporation participates, jointly 
with private capital, medium and long-term financing (usually 
years) basic projects industrial character, involving 
moderate sums and promoted private enterprise. Unlike the 
World Bank, I.F.C. only concerned with the potential profits 
the project, without considering the part may play any par- 
ticular development plan. These loans can freely used; 


the Export-Import Bank finances long term loans (15-20 
years) for basic projects and United States exports capital goods; 
these are tied loans 


Swiss and American money markets. far the latter 
have contributed little the financing under-developed 
However, partly result action, the New York market 
has lately shown increasing interest foreign debentures; 


the European Investments Bank grants medium and long- 
term loans underwrites such loans, finance projects for the 
improvement less developed regions. Usually the projects 
financed are within the European territories members the 
Common Market; however, under certain conditions, this Bank 
may also finance projects entirely partly outside these territories. 
The proceeds the loans can spent any the common 
market countries; 


national systems for the insurance export credits and 
for the granting medium-term export credits, subsidised 
larger smaller extent and many different ways Govern- 
ments; these exist present the principal O.E.E.C. countries 
provide credits, strictly bilateral basis, for the export capital 
goods and the financing basic projects. 


Claude Segré has reviewed detail the technical aspects 
credit insurance and export credits the United Kingdom, Ger- 
many and France and also the general economic aspect the pro- 
blem (1) that for describe these systems; 


(1) Medium Term Export Finance. European Problems and Experiences 
this Review, June 1958. See also: Long and Medium Term Industrial Credit 
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shall hope show, the two following paragraphs, their basic 


similarities and dissimilarities. 


National credit insurance systems are managed either 
State institute (Denmark, United Kingdom, Switzerland) 
institute under ultimate State control (Belgium, France, Eire, Italy, 
Norway, Sweden) private firm behalf the State 
(Austria, Germany, Holland) (2). Whether not the management 
entrusted Government Department, the State intervenes, either 
alone jointly with the administrators, decide each case, 
which classes risks, shall covered. State intervention also takes 
the form financial contributions the Budget, either annually 
(United Kingdom, Eire, Germany and Switzerland) once for all 
endowment fund (Austria, Belgium, Italy, Holland), fiscal 
exemptions and guarantee for the risks covered, either limited 
(Austria, Belgium, Denmark, Germany, United Kingdom, Eire, 
Italy, Norway and Sweden) unlimited (France, Holland and 
Switzerland). 

The maximum period cover for capital goods export credits 
averages five years (Norway Italy Denmark 6). 

The percentage the risk covered varies according the nature 
and extent the risk; higher the United Kingdom 
Eire France Holland and Italy 
than Switzerland and Sweden (50-75°/,). 

With the exception Denmark and Switzerland, which charge 
fixed premium, all the other insurance institutions fix the premium 
according the nature and extent the risk and often according 


Italy this Review, June 1957; R., Export Incentives Measures Italy this Review, 
January-June 1956; Marché Commun Crédit Les Problémes 
1959, No. 

(2) The Central Insurance Institutions are the following: Austria, 
Kontrollbank A.G.”; Belgium, Office National Ducroire”; Denmark, Statens 
Eksportkreditudvalg, Ministeriet for Handel, Industri Sofart”; France, 
d’Assurance pour Commerce Extérieur (C.O.F.A.C.E.)”; Germany, Hermes 
Kreditversicherungs A.G. and Deutsche Revisions und Treuhand A.G. 
beit)”; the United Kingdom, “Export Credits Guarantee Department (E.C.G.D.)”; 
Eire, Roinn Tionscail Agus (Ministry for Industry and Trade) and 
Trachtala Teoranta Italy, Istituto Nazionale delle Assicurazioni Norway, Statens 
Eksportkredit Komisjon Holland, Nederlansche Kreditverzekering Maatschappij N.V.”; 
Sweden, Eksportkredit Namnden Switzerland, Bureau pour Garantie contre les 
and Département Fédéral Publique 
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the importing country; they use accurate actuarial material. 
For more important contracts, the premium fixed the case 
arises. 

Many different types operations are insured. Few institutes 
underwrite every type ordinary contract (export home-produced 
goods, goods transit, services, work carried out abroad, work 
carried out home for account foreign clients) and every type 
special contract (market research and publicity, stock-piling 
abroad, fluctuations the cost freight and shipping, fluctuations 
the cost raw materials and wages during manufacture). Ger- 
many, France and the United Kingdom, that order, are the 
countries offering the most extensive facilities. 

for the nature the risks covered commercial (default, 
non-payment, failure honour other contractual clauses), catastrophe 
(war, strikes, floods, earthquakes), political (cancellation refusal 
renew import export licences, other administrative acts the 
part Authorities the importing exporting country impairing 
rights acquired, legal moratoria, delay default the transfer 
payments) and economic risks (variation the prices raw mate- 
rials and wages during manufacture; variation the cost transport 
and insurance; exchange fluctuations that cannot covered the 
futures market) risks having variable incidence according 
whether the period covered starts from after delivery the goods 
from the first stages their manufacture the practice varies 
considerably the different countries are considering. Germany, 
France, the United Kingdom, Norway and Holland offer, that 
order, the greatest facilities; Italy and Switzerland not cover com- 
mercial and economic risks all. Some institutes prefer and some 
impose global policies covering all risks relating the sum total 
business considerable part with any one country. 

The field competition among the different national institutes 
therefore very wide. Credit insurance has now become instru- 
ment economic policy that Governments employ growing 
trade rivalry for the penetration foreign markets. 


some countries (United Kingdom, Eire, Switzerland and 
the Scandinavian countries) export credit part the general credit 
system and obtains special facilities from the Government, official 
intervention remaining confined the field insurance. 
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the Common Market countries and Austria, the other 
hand, the State intervenes the field credit well that 
insurance: the central institutes for medium-term credit are either 
under the ultimate control the State (Austria, France, Italy) 
they are private joint organisations with State contribution 
capital and management and State guarantee for their commit- 
ments (Belgium and Holland). They may also organisations 
where the State has part the management (Germany) (3). 
Furthermore, nearly all these countries official intervention takes 
the form direct indirect contribution the cost credit 
(Austria, Belgium, France and Italy) facilities rediscount 
medium-term bills the Central Bank (Germany, Austria, France). 

Pre-financing, finance for the manufacture goods for 
export, practised all the above countries, with the exception 
Italy (in Belgium years, Germany France Austria 
and Holland for indeterminate period) and often coupled with 
facilities rediscount the Central Bank (Germany, Austria, 
France). 

Finance proper, credit granted from the time the goods are 
delivered, extends over four years Austria and Italy, five France 
and Germany, six Belgium and seven Holland. The percentage 
financed 60-80 per cent the contract Germany, per cent 
Austria, 100 per cent Belgium, per cent France, per 
cent Italy and per cent Holiand. Some countries set 
individual ceilings, beyond which specific authority required 
(France 500 million francs). 

Except for Germany and Holland, interest rates medium 
term export credits are lower than the market rate, measure 
that varies from 0.5 1.5 per cent. The total cost the credit 
the exporter, including commission, seems lower France 
than elsewhere. 

Nearly all the central institutes and therefore nearly all initial 
lenders not consider operation eligible for finance unless 
covered insurance policy and the relevant bills bear the 
acceptance the exporter his banker. The operations that qualify 


(3) The Central Institutes for medium term export credits are the following: Austria, 
and Société Nationale Crédit (S.N.C.I.)”; France, Banque Frangaise 
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for finance are: Italy and Holland exports capital goods; 
Austria manufactured goods, where workmanship important 
and the destination the dollar area O.E.E.C. country; 
the other countries any supplies not banned special economic 
embargoes. 

Neither the countries where export credit integrated the 
general credit system nor the countries where State-subsidised 
usually grant credits the importer; the exporter who receives 
the credit that, turn, may grant the importer credit. 
some countries the initial lenders are the commercial banks, the 
rediscounters the central institutes, and the ultimate lender the 
Central Bank; other, medium term credit has access the 
Central Bank and the ultimate lender the central institute; 
others again, such Italy, medium term credit cannot redis- 
counted the Central Bank, but neither commercial banks 
intervene initial lenders, and the entire operation reserved 
specialised institutes. 


Disadvantages Financing Under-Developed Countries Bilateral 
Basis 


the whole, with the exception I.B.R.D., and 
the new institute now being created, the International Development 
Association (affiliated with capital one thousand 
million dollars, formed grant loans under-developed countries 
interest for periods years), medium and long-term 
finance under-developed countries primarily based bilateral 
system. the one hand, the exporter must finance his exports 
with the facilities offered the insurance system and the money 
capital market his own country; the other, these facilities 
are only available promote national exports. 

This bilateral method financing medium and long term 
credits under-developed countries which only one aspect 
the bilateral structure the global relations between under- 
developed and industrialised countries the source many evils 
which enumerate below: 


view their shortage funds, the Authorities 
under-developed countries tend subordinate the granting import 
licences for capital goods the concession, from suppliers im- 
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porters, increasingly deferred terms payment and may even 
require deferment the first payment for two three years. 
These deferments are determined the Authorities the importing 
country accordance with the national balance payments (or 
rather, function the ability the development plan, considered 
whole, ensure balance payments allowing regular 
reimbursement credits), without any consideration the condi- 
tion the importer’s affairs and the potential profits accruing from 
the capital goods purchased two factors which might demand 
terms settlement quite different (either shorter longer) than 
those laid down the Authorities. the administrative reim- 
bursement periods are longer than those the business would 
the importer may tempted come private agreement with 
the supplier, pay cash the black market, but declare the import 
one with deferred payment; transactions this nature often take 
place, and course they are detrimental the currency the 
importing country. When this procedure proves too expensive, 
instead choosing the market most suitable regards prices and 
quality, the importer may prefer one where exporters can more 
easily obtain finance terms conforming the requirements 
the importing country’s Authorities rate interest and terms 
reimbursement (particularly the latter). The importer will then 
use the funds obtained through these facilities finance projects 
other than those the credit was obtained for. cases where the 
administrative period for reimbursement shorter than the busi- 
ness would require, the importer may encouraged use funds 
from new credits meet commitments falling due. both cases, 
where the two requirements, administrative and business, not 
harmonise, have the following consequences: the duration the 
credit becomes more important than considerations price and qua- 
lity; control the exporter and the financing institute over the 
actual use the credits granted becomes more difficult; the solvency 
the importer risk not all national systems cover may 
become weaker. None the less, under bilateral system these two 
requirements inevitably clash. 


II. bilateral system encourages European countries com- 
pete, manoeuvring credit insurance and export credit, offer im- 
porters under-developed countries facilities conforming the 
demands their Authorities, and this spite binding inter- 
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national agreements (Hague “club”, Paris “club””, Union 
Berne). Competition among European countries generated 
pressures internal industrial groups, public and private, their 
respective Authorities obtain increase global medium and 
long term facilities, the allocation disproportionate part them 
markets where they are already introduced, the reduction rates 
interest and the extension periods They say 
they would lose important contracts, auctions orders they lacked 
the finance that foreign competitors could easily find elsewhere, 
argument which highly debatable because advanced almost 
all countries exporting capital goods. This competition kept alive 
the skill with which entrepreneurs and even official circles 
importing countries manage propagate the most fantastic tales 
facilities obtained this that exporting country (instances this 
nature are endless), tales having the sole aim creating atmo- 
sphere mistrust and suspicion which liable endanger co- 
operation among European countries, but succeeds extracting 
few concessions from one another and breaking the united 
front, where this exists. From this angle, private trade missions 
under-developed countries and official missions from the latter visit- 
ing large European industrial centres, are pernicious; they elaborate, 
beyond the control European Authorities, plans that will later 
used instruments pressure. 


Bilateralism and the ensuing competition among Euro- 
pean countries tend encourage importers under-developed coun- 
tries purchase goods indiscriminately, provided import licence 
and credit terms are available. This tendency harmful not only 
the ultimate success the development plan but, the long 
run, even the interests the individual business concerned. 
that bilateralism does not even favour the interests the under- 
developed countries themselves. 


IV. Bilateralism makes difficult for the Authorities the 
exporting country assess the validity project from the view- 
point the overall development plan. The object development 
plan initiate and support expansion until can continue without 
appreciable outside aid. When conducted very rapid pace, 
expansion inevitably brings about deficit the balance pay- 
ments, however sound the projects; but some deficits are caused 
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ill-devised projects. rigidly bilateral system, the Authorities 
the exporting country are unable turn down the financing 
unsound projects: the building beautiful capital city the 
middle the jungle, although may profitable the contractors, 
certainly unsound project within development plan, and 

would never financed under multilateral system. bilateral 
system large contracts always find finance somehow, whatever their 
development value, because criticism would resented injurious 
the prestige the country concerned. 


establish with reasonable accuracy whether the duration the 
credits conforms the requirements the development plan. 


recent years European countries have probably granted medium-term 
credits for too short periods, for projects requiring more extended 
terms profitable from the viewpoint the development plan, 
not mention that the individual importer. This proved 
the succession financial crises suffered many under-developed 
countries, which the end will prove costly European countries 
unless they learn their lesson. 


VI. Bilateralism part responsible for the shortage 
funds available for development. This shortage can hardly denied, 
even though Mr. Black maintains that far concerned 
does not exist (4). There doubt, however, that all resources 
were pooled and distributed multilateral basis, shortages would 
less acute. The effect insufficient resources not much 
slowing down the rate development reduction essential 
imports consumer goods and consequently lowering the 
already low standard living under-developed countries. 


VII. Bilateral medium and long-term credits make multi- 
lateral payments and convertibility illusion relations with under- 
developed countries (5). Since convertibility was restored, exchanges 
between European countries and under-developed countries are being 
settled convertible currency, with the exception some surviving 


(4) Address given Brack, President before the XII International 
Banking School, Burgenstock, Switzerland, June 1959, have never refused loan for 
lack funds 

(5) the dangers return bilateralism, see the article Moneta 
Credito June 1959 Dal bilateralismo alla convertibilita nei paesi 
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clearings that are being liquidated. But the under-developed 
countries are primarily purchasers capital goods, capital goods 
are purchased with funds from medium-term credits 
credits are bilaterally granted, convertibility not applied reci- 
procal relations, which fact continue governed methods 
similar the antiquated clearing system. 


VIII. last point that bilateralism makes difficult 
use medium and long-term credit instrument regulate the 
business cycle (there doubt that relations between industrialised 
and under-developed countries can arranged contribute 
the ironing out the business cycle, although this viewpoint has 
been challenged the grounds that shows faulty knowledge 
economics) (6). Since recession affects large number coun- 
tries, multilateral rather than bilateral system should prove more 
effective antidote. 


From strictly banking viewpoint, the drawbacks bila- 
teral organisation medium-term credit are equally numerous. 
the first place, the identity the borrower not clear. The 


credit granted the exporter that may grant deferred terms 
the importer, who the real borrower. ordered and 
rational system, the importer should seek loan the basis his 
own credit-worthiness, possibly backed collateral; the exporter 
should paid cash within normal trade terms. the contrary, 
present systems entail the exporter engaging his credit-worthiness, 
which obviously proportionately committed and reduced for his 
normal engagements; result small and medium concerns find 
increasingly difficult remain the field. 

the second place, the integration medium term export 
credits the general credit system country, whatever the 
methods adopted, gives rise inevitable contradictions. Commercial 
banks are usually reluctant grant medium-term export credits, 
even negotiable ones, unless they are covered standing and 
irrevocable right rediscount central organisation the 
Central Bank; when, the United Kingdom, they grant them 


(6) For this somewhat crude criticism see his interview with Tempo 
March 1958 and his letter reproduced Commercio Estero, May 1957-June 1958. 
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without this right, they are making serious and unique exception 
traditional principles and, were the amounts involved increase 
considerably and the terms further deferred, doubtful 
whether this exception could maintained. Where, France, 
the principle irrevocable right rediscount has been accepted, 
banks have agreed contribute medium-term finance, because 
although they bear the risk the operation (mitigated, may be, 
credit insurance) they transfer the Crédit National the burden 
locked-up capital. The result these rediscounting facilities 
that banks are inclined consider their medium-credit portfolio 
first liquidity reserve, all the more because the rediscount 
export bills the Central Bank remains outside the ceiling; fact 
one time practically the entire volume these bills ultimately 
bore the monetary circulation (today this less noticeable view 
the prevailing exceptional liquidity, but recent past did 
take dramatic aspect). Where the irrevocable right redis- 
count has not been granted, Italy, commercial banks neither 
wish nor can take part export financing, which therefore falls 
specialised institutes working regional national scale and 
backed Mediocredito lender last resort. But even this system 
not devoid disadvantages: specialised institutes are not con- 
stant contact with customers and are therefore unable follow the 
trend every business; demand for medium term export credits 
sporadic and does not necessarily run parallel with the collection 
funds specialised institutes, that sometimes funds are over- 
abundant and sometimes they are scarce. conclude, whatever the 
method adopted integrate medium term credit the national 
credit system i.e. whether funds originate from the money market 
and the Central Bank from the capital market results are 
never satisfactory. the whole the French system has probably 
worked less satisfactorily than others, while the Italian system 
perhaps the soundest from monetary angle. 


Some Recent and Dangerous Trends 


Shortage funds and insufficiently deferred terms settle- 
ment for export credits have recently caused business circles affected 
pressure their own Authorities for reform the 
system. 
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the United Kingdom, the Federation British Industries 
suggests extension cover 10-15 years, analogy with 
the practice instituted Eximbank for development loans; the 
granting the credit direct the importer; rediscount the Bank 
England medium-term export bills and rediscount insurance 
companies longer term bills; extension credit insurance the 
period manufacture, etc (7). Other British interests affected 
suggest that State cover increased the contract value 
for all risks and the remaining covered the national 
insurance market. bill before the House Commons proposes 
increase from £750 million million for normal trade 
deals, and from million million for contracts 
national interest. 

Italy businesses affected ask for credit insurance ex- 
tended cover all types supplies and not only special ones; for 
cover for short term contracts; for raising the insurance ceiling 
from one hundred thousand million lire one hundred and fifty 
thousand measure now being approved) even two hundred 
thousand million lire; for the provision more funds means 
debenture issue for one hundred/one hundred and fifty thousand 
million lire, with Government contribution for part the interest 
order allow the financing medium term exports 
under conditions that will stand foreign competition (8). 

the other hand, L’Union des Assureurs des Crédits Interna- 
tionaux (Union Berne) reaffirmed the Amsterdam assembly 
last June that terms payment should not extend beyond months 
for consumer goods, months for durable consumer goods and 
years for capital goods. 

The suggestions advanced the United Kingdom and elsewhere 
regard export credits, contain accurate diagnosis: there 
exists shortage available funds, terms settlement are too 
limited and everywhere the system works with serious drawbacks. 
But all the suggestions formulated tend retain the bilateral system, 
and therefore, although they would doubt succeed point 
helping national exports, they are liable gradually aggravate 


(7) Memorandum from the Federation British Industries the Treasury and Board 
Trade: Credit Facilities for Exports, June 1959. 
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the evils have enumerated. persist with bilateral systems must 
the end produce the following results: 


European countries will engaged more and more 
intensive credit race, race that fact has already begun (e.g. the 
credits some European countries are competing offer Turkey, the 
Argentine, Brazil, etc.), and liable weigh heavily national 
public finances; 


the under-developed countries will also suffer from the 
distortion trade and the unsound basis development plans that 
bilateralism produces. Once they have drained the benefits 
accrued setting Europeans variance, they themselves will favour 
the introduction multilateral credit system: this not new 
phenomenon, Brazil and the Argentine, not the Europeans, were 
the first suggest the institution multilateral clubs for current 
payments. 


The true solution the export credits problem must sought 
principles embracing, one pattern, the relations between indus- 
trialised and under-developed countries 

the following paragraphs propose sketch possible solu- 


tion multilateral basis. 


Broad Outlines Multilateral System Finance Exports Under- 
Developed Countries 


The wider the basis, the more likely multilateral organ- 
isation for medium and long-term finance under-developed coun- 
tries lead ordered and rational relations between the two groups 
countries concerned. Ideal conditions would achieved all 
industrialised countries were take part the effort, namely 
Western Europe, the U.S.A. and the industrialised countries with 
socialist economy. is, however, least premature expect the 
latter participate under prevailing international political condi- 
tions and also unlikely that the United States will join; 


(9) Une situation explosive? Les pays Monde, 
June 1959: The-extent these problems such that one country however rich 
position face them effectively its own. There therefore field better suited 
international co-operation 
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more realistic, for the time being, expect that membership 
multilateral medium and long-term credit organisation will 
limited O.E.E.C. countries perhaps even only Common 
Market countries. this connection the latter have definite obli- 
gation: Article 112 the Rome Treaty, fact, stipulates systems 
aid, granted Member States for exports third countries, shall 
gradually harmonised before the end the interim period, 
the measure necessary avoid distortion competition among 
concerns within the Community The European Economic Coope- 
ration Convention and the Code Liberation not contain 
similar undertaking binding O.E.E.C. countries; none the less, apart 
from the fact that multilateral system operated seventeen coun- 
tries would more effective than one operated six, the principle 
does conform the spirit inter-European cooperation. renewal 


negotiations create free trade area might offer the pretext 
raise this problem. 


retain credit insurance. present, Government subsidised credit 
insurance provides medium-term finance lines that are the same 
those practised, before the war, the acceptance market 
finance short-term credits. other words, the risk involved any 
credit granted, including medium-term, should calculated the 
rate interest covered special commission; this rate should 
based experience the credit business and not the insurance 
business. might add that insurance contract presupposes pre- 
miums calculated actuarial basis, mathematical for- 
mulae valid for the greatest possible numbers, whereas credit insur- 
ance premiums are not calculated actuarial basis, mainly 
because material available insufficient. 
Equally, multilateral system finance under-developed 
countries, the declared beneficiary the credit should the person 
who present the facto beneficiary, namely the there- 
fore the proper definition would import credit insurance and 
import credits. 

With this premise, prepared admit that for reasonably 
graduated progress often necessary success may advis- 
able retain, least the initial stage the transformation from 
bilateral multilateral, the framework national credit insurance 
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provided was radically reformed; might seem rather bold 
eliminate certain hybrid devices. 


10. Without going into detailed technical analysis this 
stage, consider that the general structure provisional mul- 
tilateral system credit insurance might envisaged the fol- 
lowing lines: 

The countries intending join multilateral system 
within O.E.E.C. the Common Market (medium and long-term 
credit club) should begin reducing common pattern the con- 
ditions their respective national credit insurance organisations offer 
length the State guarantee, percentage contract covered, 
measure premiums, nature contracts covered and risks insured 
and any other important items. 


Duration credits: the club should contemplate extend- 
ing the present average period cover maximum years 
and agree that, for the period exceeding the Berne Union terms, 
insurance cover charged the State budgets, i.e. financed with 
funds outside the resources insurance institutions. Member coun- 
tries should also recognise the need grant finance for periods 
over and years, analogy with the I.B.R.D., I.F.C. 
and Eximbank practice. These loans should granted outside any 
insurance system, through organisations relying capital markets, 
shall explain later. 


Extent State guarantee: members the club should 
agree insure, possibly with one single policy, against risks that 
may arise from the start production and not only from the date 
delivery the purchaser. Policies should issued direct the 
institute financing the importer. 


Percentage risk insured: member countries should agree 
insure the entire contract, that the exporter’s only onus would 
normal trade risks, just they are short-term contract covered 
irrevocable documentary credits, where the exporter sure 
encashing his credit keeps the terms which was 


opened. 


Member countries should set agreed maximum the 
cover the club prepared grant multilateral basis and 
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maximum quota for each under-developed country, besides arrang- 
ing procedure for any necessary revision. 


Measure premiums: member countries should agree 
common graduated tariff, whatever the origin the export, for 
each importing country; the tariff should set relation the 
percentage that country has used the quota allotted. Another 
relevant point here that importers should required insure 
against all risks: this would extend the basis operations and allow 
the adoption some actuarial principles. 


The club should run international “Import Credit 
Insurance Committee formed representatives from all member 
countries. Applications for insurance, presented the importer, 
should first examined and investigated the credit insurance 
the exporting country (in all countries there are 
institutes this nature) and then placed before the International 
Committee would wrong conclude that, since the investi- 
gation and approval applications for credit insurance the part 
the International Commitee take place after, and not before, the 
agreement between importer and exporter fulfill the contract, 
here too, bilateral system, the rules competition would 
distorted and the concession and insurance the credit become, 
fact, tied operations. practice, the very structure the com- 
mittee ensures that its decisions disregard the origin the goods; 
any case, the terms sets are the same, whatever that origin 
may be. Once the operation approved, the International Com- 
mittee would debit the cover the quota the importing country 
and instruct the national insurance institution the exporting coun- 
try issue the policy. The policy would underwritten globally 
the insurance institutes all the member countries; this way 
the financing institutions would refrain from applying varying rates 
interest the grounds varying assessments solvency each 
insurance institute and there would recurrence these dis- 
criminations the club was created eliminate. Premiums would 
paid the importer the insurance institute the exporting 
countries. Indemnities would paid the insurance institute 
the exporting country the financing bank the rediscount institu- 
tion whose portfolio carries the bills the time the loss. How- 
ever, the end every year all the insurance institutes would effect 
general equalization offsetting, the basis the volume the 
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exports each country within the multilateral system, indemnities 
and premiums paid received; this offsetting would ensure that 
the contribution every member country the management costs 
the system were proportion the benefits received. Since one 
insurance policy might cover imports originating from several coun- 
tries, the importer could required indicate the origin the 
goods his application for credit insurance. could that 
member country would want set ceiling its own global com- 
mitments for insurance; that case obvious that when the 
volume exports reaches that ceiling account being taken 
repayments the International Committee would cease underwrit- 
ing contracts relating exports from the country 
other words, the country would, temporarily, cease take part 
the system. 


11. Again without going into detailed technical analysis, the 
general structure provisional multilateral export credit system 
might outlined follows: 

(a) international institution this could the European 
Fund the multilateral system were embrace all O.E.E.C. coun- 
tries (10), the European Investments Bank were confined 
the Common Market countries (the system could run organ- 
isations subsidiary either them autonomous departments) 
should held issue, for every contract, given conditions, 
irrevocable engagement rediscount the relevant bills, that 
say, prepared act lender the last resort. 

The conditions should that application for rediscount 
must accompanied the credit insurance policy and bills 
representing the debt the importer towards the financing bank, 
carrying least three four acceptances: that the importer, 
principal debtor because has issued the bill the financing 
bank; the acceptance the development bank the importer’s 
country, bank that should among those listed the 
endorsement the European institute initially providing finance; 
the endorsement the central European medium-term credit institu- 


(10) Address delivered April 15, 1959 the Royal Institute Interna- 
tional Affairs. 
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tion, last provide finance before the International credit institution, 
either first, second nth re-discounter the bills. 
bills would not representative the commercial operation 
involved, they would purely financial bills; the connection with 
the commercial operation would only appear the accompany- 
ing insurance policy, from the documents may have been 
broken into for convenience. The bill, fact, should not carry the 
signature the exporter, because this not required order 
obtain finance: this the feature which mainly distinguishes 
multilateral from bilateral system. The International Institution 
would obtain the funds required for its activity either using its 
own capital issuing long-term debentures medium-term 
bonds the market. 


(b) The Institution providing finance the first place could 
institute the exporting country. However, since the bills 
issued the importer and accepted the development bank 
his own country, together with insurance policy, constitute 
good investment, should easy for the importer find finance 
from the banks any other industrialised country. Since the bills 
also carry irrevocable engagement rediscount the part 
the International institution, the investment has high degree 
liquidity and would prove attractive even ordinary commercial 
banks. Obviously, according the due dates the bills, the invest- 
ment might also interest merchant banks, 
specialised medium-term credit institutes, insurance companies, etc. 


(c) The Institutes providing finance the second, third, 
nth stage should the central institute the exporting country 
any other industrialised country (A.K.A., Mediocredito, Crédit 
National, etc.) where finance has been initially supplied. 


12. clear that after some time the insurance and the credit 
organisations the multilateral club will end amalgamating into 
one organisation, where the credit section will absorb the insurance 
section. may premature anticipate events that are too far 
the future, but there some point saying, that the line 
evolution might consist transforming complicated system 
multilateral credit insurance into simple system acceptance 
the bills issued the importer. course, for some time can- 
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not contemplate private acceptance House attending this: the 
risk medium and long-term relations with under-developed 
countries too high and complex covered without State sup- 
port. None the less guarantee international public organ- 
isation would similar nature, spite the difference 
length short medium that given private acceptance 
House. The guarantee the public” acceptance House will 
given fixed commission, even under cost, proportional 
the total risk the completion the credit involves. 


13. far, when describing multilateral organisation for 
financing under-developed countries, have not stressed clear 
distinction between medium and long-term credit. relations with 
under-developed countries, not think this distinction should 
entail rigid division how funds from such credits can 
used: namely, long-term credit only for the objects indicated 
para (b) and medium-term for the objects indicated section (c) 
the same paragraph. view, the length the credit should 
considered less function the potential profits from the 
equipment goods purchased than from the angle wider considera- 
tions which far beyond the limitations the particular business 
concerned. 

With this premise, course medium-term techniques can differ 
from those employed for long term financing. For instance, far 
long-term loans are concerned, there seems way adapt- 
ing, even provisionally, the organisation insurance the require- 
ments lender and borrower. These requirements would better 
met direct resort the under-developed countries the capital 
market and this could facilitated creating Europe institu- 
tion working the lines adapting already 
existing organisation, such the European Investments Bank 
the European Fund. This does not seem the place investigate the 
matter detail. 


14. The multilateral organisation finance under-developed 
countries should integrated the case the institution 
the European, Brazilian and Argentine arbitrage system 
code conduct” rules, written otherwise; the most 
important view are the following: 
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(a) member countries must abstain from granting export 
facilities (dumping any sort, fiscal exemptions other than rebates 
customs duty and purchase tax, and on); 


(b) member countries must agree withhold Government 
subsidies from any form credit insurance that may co-exist, 
bilateral basis, with the club; 


(c) member countries must allow national banks financial 
institutes grant foreign importers goods, from any country 
the club, medium and long-term credits terms and conditions 
equal those granted foreign importers national goods. 


national bank finance institute prepared grant 
medium and long-term credits finance the exports national 
firm, without the backing multilateral insurance, course 
free its own risk. This financing would not contravene 
the good conduct rules. 


Some conclusions 


15. The pattern relations between industrialised and under- 
developed countries would prove far more effective were organ- 
ised multilateral basis instead bilateral one. This con- 
sideration specially valid regard medium and long term 
finance under-developed countries, which but one aspect 
“the problem the century 

present under-developed countries are financed mainly 
bilateral lines; here the example the worst disorder prevailing 
the system medium-term export credits. The drawbacks 
bilateralism are very serious; the economic plane they cause 
enormous waste resources for both groups countries and, 
strictly banking plane, hybrid and faulty organisation. 

solution the problem multilateral lines should consist 
suppressing tied credits and loans, that say, organisa- 
tion where the concept export credits replaced one import 
credits and the importer free choose supply markets the 
sole basis price and quality, the exclusion any other con- 
sideration. multilateral system credit insurance might pro- 
visionally retained and later give way more rational system 
where the credit element absorbs the insurance element. This 
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lateral solution should instituted the widest basis compatible 
with political realities the time; present organisation covering 
O.E.E.C. would preferable one limited the Common Market. 

Whatever form may take, multilateral solution has become 
extremely urgent view the turmoil within industrial countries 
private groups whose only interest press their own exports 
all costs, even the cost credit race, considerable losses 
their own country’s Treasury, the debasing their own cur- 
rency. Under-developed countries will the first benefit, since 
their own development plans will stand firmer ground. 


Paris ERREZERO 
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BANCA NAZIONALE DEL LAVORO 


HEAD OFFICE: ROME 
VIA VITTORIO VENETO, 119 


Condensed Statement Condition, June 30, 1959 


ASSETS 


Cash, Balances with Bank 
Money call 


Treasury Bills 

Govt. Govt.-guaranteed 
Other Securities 

Bills discounted 

Advances and Loans 

Contangoes 

Due from 

Current accounts with Annexed 


Customers’ liabilities for 
Acceptances, etc. 


Miscellaneous accounts 

Due from capital subscribers 
Participations 

Premises, Furniture 


Total 


Securities deposited third parties 

Staff Retirement Fund Provident 
Fund: securities deposited 
guarentee 


(Million lire) 


252,769.4 
149,041.8 
85,501.1 
16,304.1 
218,143.7 
264,651.9 


121,259.5 
6,947-4 
14,877.8 


21,986.2 


Capital 
Ordinary Reserve 


Staff Retirement Fund 
Fund 


Correspondents 

Foreign currency accounts 
Current accounts with Annexed Sections 
Circular cheques (assegni arcolari) 
Advances taken 

Bills for collection 
Guarantees, Acceptances, etc. 
Miscellaneous accounts 

Unearned discount, etc. 

Profit per attached account 


Total 


Depositors securities 


Bank’s securities Staff 
Retirement Fund Provident Fund 


LIABILITIES 


20,000.0 
10,000.0 


21,147.8 
103,897.0 

52,622.4 

5,828.4 

22,854.4 

170.8 

80,331.4 

527.0 


21,986.2 


AUTONOMOUS SECTIONS FOR SPECIAL CREDITS 


SECTION FOR CREDIT MEDIUM AND MINOR INDUSTRIES 
Capital, Reserves and Government Guarantee Fund 3,480,199,988 


SECTION FOR HOTEL AND TOURIST CREDIT 
Aggregate Capital and Reserves 4,763,826,133 


SECTION FOR CO-OPERATIVE CREDIT 


Capital and Reserves 2,835,851,198 Government Guarantee 2,000,000,000 


SECTION FOR MORTGAGE CREDIT 
Aggregate Capital and Reserves 4,162,948,023 


SECTION FOR CINEMA CREDIT 
Aggregate Capital and Reserves 


BANCA NAZIONALE DEL LAVORO 


BRANCHES ITALY 


ALGHERO 

ANCONA 

PIACENZA 
AVELLINO Porto 
BENEVENTO GENOVA Porto 

RAVENNA 
Brunico 

Roma 

CARRARA 
LaTINA CENTRO SALERNO 

San GIOVANNI LaTINA San BENEDETTO DEL TRONTO 
CATANIA 
CATTOLICA Livorno SAVONA 

Lucca 

CHIOGGIA SENIGALLIA 
CIVITAVECCHIA MERANO STRADELLA 

Como MEssINA 

CosENZA MonsuMMANO TERME TRENTO 

CREMONA TRIESTE 

Nota 

VENEZIA 
Papova 
Fano VERCELLI 

VERONA 

FERRARA Pavia VICENZA 
D’ARDA PERUGIA 


Representative Offices: 


DEPENDENCIES ABROAD 


T.LE.C., 54, Threadneedle Street PARIS Rue 
Paix FRANKFURT a.M. 68, Bockenheimer Landstrasse 
RIO JANEIRO 109, Avenida Rio Branco 
MONTREAL 1425, Mountain Street 
CAS Avenida Urdaneta Edif. Sudameris 


ZURICH T.LE.C., 23, Schanzengraben. 


Branch Spain: MADRID Calle del Principe, 12. 
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